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I.  INTRODUCTION 


Title  XIX  of  the  Social  Security  Act,  commonly  referred  to  as 
Medicaid,   is  rooted  in  almost  thirty  years  of  prior  federal  and  state 
experience  in  paying  for  medical  care  for  needy  people  under  the 
public  assistance  programs  of  the  Social  Security  Act.     In  1965, 
two  major  amendments  to  the  Social  Security  Act  dramatically  expand- 
ed the  role  of  federal  and  state  governments  in  health  care  finan- 
cing.    Title  XVIII  established  the  nationwide  hospital  and  medi- 
cal insurance  program  popularly  known  as  Medicare  which  is  federally 
administered  as  part  of  the  National  Social  Security  Program.  Title 
XIX  established  the  federally  supervised  but  state  operated  medi- 
cal assistance  vendor  payment  program  in  which  the  federal  and 
state  governments  share  the  cost  of  providing  medical  care  to  the 
categorically  eligible,   and,   in  some  states,   the  medically  needy. 

At  the  annual  spring  meeting  of  the  State  Medicaid  Directors 
Council  in  1978,   the  Directors  passed  a  resolution  requesting  the 
Health  Care  Financing  Administration  to  join  with  them  in  conduct- 
ing a  nationwide  study  of  Medicaid  administrative  costs.  This 
study  was  conducted  through  the  auspices  of  the  State  Medicaid 
Directors  Council.     The  Council  worked  with  the  Health  Care 
Financing  Administration   (HCFA)    in  the  development  of  the  data 
collection  instrument  and  provided  technical  support  throughout 
the  design  of  the  instrument.     The  Health  Care  Financing  Adminis- 
tration contracted  with  the  National  Institute  for  Advanced 
Studies    (Contract  #  500-78-0067)    to  assist  in  administration  of 
the  study,  analysis  of  the  data  and  preparation  of  this  final 
report. 

The  purposes  of  this  study  were  to  provide  both  the  states 
and  the  Health  Care  Financing  Administration  with  a  better  under- 
standing of  the  costs  involved  in  administering  the  Medicaid  Program, 
as  well  as  to  assess  the  feasibility  of  initiating  an  ongoing 
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reporting  system  for  detailed  administrative  cost  data.  The 
study  addressed  the  issue  of  resource  allocation  among  the  various 
functional  areas  or  cost-centers  of  Medicaid  administration,  both 
in  terms  of  dollars  and  manpower.     In  addition,  workload  data 
were  collected  in  the  areas  of  eligibility  determination, 
surveillance  and  utilization  review,   and  claims  processing,  in 
order  to  better  understand  costs  in  these  areas.     The  claims 
processing  recap  schedule  was  designed  to  distribute  the  costs 
reported  for  claims  processing  among  the  various  types  of  claims 
and  yield  a  unit  cost.     Appendix  A  contains  the  survey  instrument 
package   (Cost  Matrix,   Other  Workload  Data  Form  and  Claims  Processing 
Recap  Schedule)  which  was  mailed  to  the  53  Medicaid  states  and 
territories . 

The  information  was  to  be  collected  for  the  period  January 
through  March,   1979  and  completed  forms  were  to  be  sent   to  the 
National  Institute  for  Advanced  Studies  by  April  30,1979.  The 
State  Medicaid  Directors  Council  mailed  the  survey  instrument  to 
all  53  Medicaid  states  and  territories. 

'  This  report  is  divided  into  four  chapters.     Chapter  I  gives 
a  brief  history  of  the  study  organization  and  background.     Chapter  II 
gives  an  overview  of  the  study  methodology.     Chapter  III  details 
the  prototype  reporting  system  test  results  and  sets  forth  recommen- 
dations for  future  action.     The  fourth  and  final  chapter  pre- 
sents an  analysis  of  Medicaid  administrative  cost  data. 

STUDY  BACKGROUND 

States  participating  in  the  Medicaid  Program  have  been  required 
to  submit  reports  concerning  their  administrative  costs  since  the 
program's  inception.     From  time  to  time,   there  have  been  changes 
in  the  reporting  format  and  the  data  requested  but  some  administrative 
cost  data  have  always  been  available.     The  data  available,  however, 
have  been  reported  in  gross  dollars  allocated  for  overall  administra- 
tion of  the  program.     The  data  provided  no  insights  into  the  cost 
of  the  different  functions  being  performed  under  the  heading  of 
administration. 
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As  Medicaid  expanded,  higher  matching  rates   (federal  share  of 
costs)  were  offered  to  the  states  as  a  means  of  promoting  certain 
aspects  of  the  program.     The  Medicaid  Management  Information  System 
(MMIS)   is  an  example.     States  receive  a  90%  match  for  approved 
MMIS  developmental  costs  and  a  75%  match  for  approved  MMIS  operational 
costs  in  contrast  to  the  standard  matching  rate  of  50%  for  most 
administrative  expenses.     The  benefits  of  an  MMIS  plus  the  matching 
incentives  have  induced  states  to  develop  and  operate  MMIS's. 
Heretofore,-  the  claiming  procedures  and  reporting  requirements 
for  the  higher  federal  matches  gave  limited  insight  into  the  allo- 
cation of  administrative  resources  within  a  state.     In  order  to 
better  understand  how  states  administer  the  Medicaid  Program, 
answers  to  the  following  questions  were  needed: 

•  How  do  states  allocate  their  Medicaid 
administrative  resources  according  to 
various  functional  and  cost  categories? 

•  Why  do  states  allocate  administrative 
resources  in  the  manner  that  they  do? 

•  What  are  feasible  indicators  of  adminis- 
trative resources  adequate  for  federal 
monitoring  purposes? 

As  a  means  of  answering  these  and  subsidiary  questions,  a 
case  study  approach  was  pursued  in  1976-77  in  a  previous  study 
conducted  by  NIAS.-^     In  the  case  studies  for  each  of  six  selected 
states,  both  quantitative  and  qualitative  information  was  obtained 
on-site  from  state  Medicaid  personnel.     Based  on  interviews  with 
personnel  responsible  for  various  segments  of  the  Medicaid 
organization,   the  costs  and  revenues  were  allocated  to  the  following 
nine  functional  areas:     General  Administration,   Training,  Recipient 
Services,  Provider  Services,   Claims  Processing,   Surveillance  and 
Utilization  Review,  Third-Party  Liability,  Fraud  Control  and  Cost 
Settlement.     Costs  and  revenues  for  each  functional  area  were 
further  classified  according  to  the  appropriate  Federal  Financial 


1/    Evaluation  of  Medicaid  Administrative  Costs;  March,   19  78; 
Contract  No.    SRS  500-76-0513 . 
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Participation   (FFP)   percentage.     In  addition,  Medicaid  administra- 
tive costs  by  functional  area  were  allocated  to  the  cost  categories 
of  personnel,   travel,   electronic  data  processing,   and  other, 
thereby  resulting  in  a  large,  detailed  Cost  Matrix. 

The  states  were  selected  to  provide  representation  of  the 
following  characteristics  of  Medicaid  programs: 

•  Total  Medical  Assistance  Payments  (MAP) 

•  Total  administrative  and  training  costs 

•  Administrative  and  training  costs  as  a  percent 
of  the  total  MAP 

•  Percentage  of  federal  portion  of  total  adminis- 
trative and  training  costs 

Other  criteria  used  in  the  final  selection  process  included: 

•  Inclusion  of  medically  indigent  clients  in 
the  program 

•  Decentralization  of  eligibility  determination 

•  Whether  or  not  claims  processing  was  performed 
by  a  fiscal  agent;  whether  or  not  claims  pro- 
cessing was  computerized 

•  Prior  experience  in  the  state 

•  Willingness  to  participate 

Originally,   the  following  seven  states  were  selected  for  the  case 
study:     Illinois,   Virginia,  Washington,  Arkansas,  Maine,  Utah 
and  Wisconsin.     Wisconsin  was  eliminated  during  the  course  of  the 
study  due  to  difficulties  in  obtaining  reasonably  adequate  and 
accurate  administrative  cost  data.     The  study  determined  that: 

(1)     Of  the  nine  broad  functional  areas,  Recipient 
Services   (primarily  eligibility  determination) 
is  the  major  component  of  administrative  costs 
in  four  of  the  six  states.     Claims  Processing 
accounts  for  20%  to  32%  of  the  administrative 
costs  in  the  states  examined  with  the  exception 
of  Illinois.     Illinois'   lower  costs  in  that  area 
appeared  to  result  from  economies  of  scale. 
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(2)  Of  the  four  cost  categories,  personnel  costs 
(salaries  and  fringe  benefits)   account  for  the 
major  share  of  total  administrative  costs, 
averaging  62%  in  the  six  states  studied. 

(3)  Administrative  costs  constitute  3.5%  to  8.2%  of 
Medical  Assistance  Payments. 

Because  of  the  usefulness  of  the  data  collected  in  the  six-state 
study,   interest  was  evidenced  in  collecting  similar  information 
in  all  states. 

At  the  March,   1978,   State  Medicaid    Directors  Council 
meeting,   the  Directors  recommended  that  HEW  conduct  a  nationwide 
assessment  of  Medicaid  state  agency  resources.     In  order  to  ascertain 
the  capability  of  the  Single  State  Agencies  to  meet  any  potential 
Federal  Medicaid  administrative  cost  reporting  requirements,  it 
was  decided  that  a  detailed  instrument  accompanied  by  step-by- 
step  instructions  would  be  used  to  collect  the  administrative 
cost  information.     The  instrument  was  to  include  data  on  staffing, 
data  processing  equipment  and  contracted  services  ,  as  well  as 
direct  and  indirect  costs  in  each  of  twelve  functional  areas 
(see  Cost  Matrix  in  Appendix  A) .     Since  the  instrument  was  the 
suggestion  of  the  Directors     Council,   the  study's  technical  approach 
was  designed  for  both  HCFA  and  the  Medicaid  Directors     Council  to 
play  major  roles.     The  resulting  approach  is  briefly  outlined  in 
the  following  chapter  along  with  a  chronology  of  the  resulting 
study  effort. 
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II.    DATA  COLLECTION  METHODOLOGY 

This  chapter  presents  a  brief  description  of  the  efforts 
undertaken  by  NIAS  to  collect  the  data  analyzed  in  Chapter  IV. 
The  actual  techniques  used  to  analyze  the  data  are  deferred  to 
Chapter  IV  to  avoid  redundancy  and  provide  a  logical  flow 
of  the  analyses  undertaken  in  that  chapter.     We  have  partitioned 
our  discussion  of  the  data  collection  effort  into  a  discussion 
of  the  development  of  the  instrument  and  a  discussion  of  the 
efforts  undertaken  to  elicit  state  response. 

DEVELOPMENT  OF  THE  DATA  COLLECTION  INSTRUMENT 

The  purpose  of  the  data  collection  instrument  in  the 
present  study  was  to  provide  an  inventory  of  administrative 
costs  as  distributed  among  various  functional  areas  that  are 
integral  to  administering  the  Medicaid  Program.     This  inventory 
would  provide  the  states,  DHEW  and  the  Congress  with  a  far 
clearer  picture  of  resource  distribution.     Such  an  inventory 
would  provide  a  basis  for  discussions  regarding  operation, 
funding  and  reporting  in  the  functional  areas  of  Medicaid 
administration.     In  addition,  output  data  reviewed  in  conjunction 
with  administrative  costs  would  potentially  yield  comparative 
measurements  of  productivity.     Collecting  and  compiling  this 
information  would  require  a  large  effort.     For  this  effort  a 
survey  approach  was  selected  because  it  would  allow  the  collection 
of  data  from  more  states  than  could  be  included  in  a  case  study 
approach  given  the  limited  contract  funds.     Furthermore,  by 
requesting  the  states  to  fill  out  the  forms,   the  study  survey 
could  serve  as  a  test  of  state  capability  to  report  more  detailed 
administrative  cost  and  workload  data  than  currently  required. 
Each  state  would  receive  a  data  collection  instrument  to  be 
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completed  and  returned.     The  instrument  was  based  on  that 

used  for  the  six-state  study,  modified  and  expanded  to  include  more 

detailed  cost  information  as  well  as  workload/output  data. 

States  were  asked  to  submit  data  on  actual  administrative  costs 
and  workload  for  the  three-month  period  of  January  through  March, 
1979.     NIAS  assisted  the  states  with  the  data  collection  and  report- 
ing through  a  scheduled  set  of  telephone  contacts  designed  to  anti- 
cipate questions  the  states  might  have  at  different  stages  of  their 
response  effort.     This  telephone  assistance  was  in  sharp  contrast 
to  the  intensive  team  site  visits  which  were  made  to  each  of  the  six 
states  in  our  previous  study.     After  receiving  the  states'  completed 
instruments,   NIAS  would  analyze  the  data  and  present  to  HCFA  both 
analytical  results  and  recommendations  for  future  data  collection 
efforts    (Chapters  IV  and  III  of  this  report,   respectively) . 

The  Data  Collection  Instruments 

The  data  collection  instrument  was  designed  to  address  the 
issue  of  resource  allocation  in  terms  of  dollars  and  manpower.  In 
these  terms  and  in  terms  of  its  format,   the  instrument  used  in  this 
study  was  similar  to  and  in  fact  a  derivative  of  the  instrument 
used  in  the  previous  NIAS  six-state  study.     Developmentally ,  the 
survey  instrument  of  the  current  study  is  a  derivative  of  the  first 
instrument.     Each  was  designed  to  capture  administrative  cost  data 
across  administrative  functional  areas.     The  two  share  common 
definitions  for  some  functional  and  subf unctional  areas.     Each  sought 
personnel  costs  and  the  number  of  full-time  equivalent  persons  (FTE) 
in  each  functional  area.     There  were,  however,   significant  differ- 
ences between  the  two  instruments. 

The  NIAS  six-state  study  had  among  its  objectives  the  deter- 
mination of  the  impact  of  higher  Federal  Financial  Participation 
(FFP)   upon  the  allocation  of  resources  to  certain  activities. 
Data  and  substantial  insights  into  the  effects  of  FFP  were  obtained 
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through  the  interviewing  of  state  Medicaid  personnel,  including 
the  Directors,  during  the  study.     The  study  provided  a  more 
thorough  understanding  of  the  adequacies  and  deficiencies  of 
FFP  policies  which  pertain  to  Medicaid  administrative  costs. 
This  study  does  not  share  the  FFP  objective  with  its  predecessor. 

Perhaps  the  most  significant  difference  between  the  two 
instruments  was  the  expanded  scope  of  this  study's  instrument. 
In  addition  to  functional  areas,   it  was  designed  to  collect 
workload  data  in  the  areas  of  eligibility  determination  and 
redetermination,   surveillance  and  utilization  review,  and  claims 
processing.     Extensive  consideration  was  given  to  the  area  of 
claims  processing  through  the  use  of  a  "Claims  Processing  Recap 
Schedule"   form  which  appears  in  Appendix  A.     A  strictly  volume 
based  unit  cost  methodology  was  ruled  out  on  the  basis  of  its 
limited  value  for  comparative  purposes  due  to  differences  in 
services  covered,   types  of  claims  used,  and  claims  processing 
procedures  from  state  to  state.     These  forms  were  used  to 
collect  information  on  the  day-to-day  workloads  associated  with 
administering  the  Medicaid  Program  which,  when  reviewed  in  the 
light  of  the  cost  data,   resulted  in  the  special  analyses  contained 
in  Chapter  IV  of  this  report. 

If  the  greatest  difference  between  the  two  instruments  was 
the  scope  of  the  data  collection,   the  more  subtle  differences 
were  in  the  changes  made  in  the  functional  areas.     Each  instrument 
was  designed  to  capture  all  aspects  of  Medicaid  administrative 
costs;    the  instrument  for  this  study,   however,   captured  these  data 
in  greater  detail.     To  illustrate  these  differences,   each  of  the 
functional  areas  of  this  study  will  be  listed  opposite  its  cor- 
responding data  area  from  the  NIAS  six-state  study.     Each  area 
listing  will  be  followed  by  a  brief  narrative  discussing  the  dif- 
ferences and  the  changes  made. 
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General  Administration 


National  Study 

General  Administration 

A.  Federal  Statistical 

Reporting 

B.  Federal  Financial 

Reporting 

C.  State  Internal  Reporting 

D.  Planning  and  Policy 

E.  Automated  Data  Processing 

(ADP) 

F.  Other  General  Administration 


Six-State  Study 

General  Administration 

A.  Federal  Statistical 

Reporting 

B.  Information  Systems 

Planning 

C.  Other  Administrative 


In  total,   General  Administration  is  the  same  for  both  studies. 
The  national  study,   however,  captured  the  costs  for  this  area  in 
greater  depth.     Area  l.A,  Federal  Statistical  Reporting,  was  the  same 
in  both  studies.     Area  l.B,   Information  Systems  Planning,   in  the  six- 
state  study  was  very  specific.     In  this  study,   the  Systems  Planning 
subfunction  was  incorporated  into  a  more  general  category,  l.D.  Planning, 
and  Policy. 

A  major  difference  between  the  two  studies  was  the  treatment  of 
Automated  Data  Processing   (ADP)   costs.     In  the  six-state  study  it  was 
treated  as  a  cost  element/"  in  the  current  study  it  is  treated  as  a 
subfunction.     Treating  ADP  as  a  subfunction  allowed  this  study  to 
capture  a  more  refined  picture  of  the  cost  elements  that  are  included 
in  ADP  expenditures.     Treating  ADP  as  a  cost  element  as  in  the  six- 
state  study  provided  a  better  understanding  of  the  relationship 
between  subfunction  and  ADP  but  provided  no  details  on  the  elements 
comprising  ADP  costs.     Each  approach  has  its  benefits,   but  both 
capture  the  essential  cost  data. 

Finally,  each  study  had  an  "Other"  subfunction.  All  of  the 
elements  of  the  current  study  not  included  in  the  six-state  study 

(l.B  Federal  Financial  Reporting,   l.C.     State  Internal  Reporting, 

and  l.D  Planning  and  Policy  [except  for  Information  Systems  Planning]) 

were  picked  up  in  the  six-state  study  under  l.C  Other  Administrative. 
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Training 


National  Study 
2 .  Training 


Six-State  Study 


2 .  Training 


There  are  no  differences  between  the  two  studies  in  this  func- 
tional area. 


Beneficiary  Services 


National  Study 

3.     Beneficiary  Services 

A.  Eligibility  Determination 

(1)  aged,   blind,  disabled 

(2)  other  categorically 

needy 

(3)  medically  needy 

B.  Eligibility  Redetermination 

C .  ADP 

D.  Other 


Six-State  Study 

3.   Recipient  Services 

A.  Eligibility:  Determination 

B.  Eligibility:  Quality 

Control 

C.  Other  Recipient  Services 


During  the  six-state  study,  Beneficiary  Services  were  labeled 
Recipient  Services.     For  the  National  Study,   eligibility  was  broken 
into  two  subf unctions ;    3. A  Eligibility  Determination   (initial  deter- 
mination)  and  3.B  Eligibility  Redetermination.     The  first  subf unction 
was  further  broken  into  eligibility  types.     For  the  six- state  study 
all  of  these  data  were  captured  under  3. A  Elibibility:  Determina- 
tion with  no  further  breakdown. 

Throughout  the  six-state  study,  ADP  was  handled  the  same  as 
described  under  General  Administration. 

The  two  "Other"  subf unctions ,    3.D  Other  and  3.C  Other  Recipient 
Services,   are   basically  equivalent.     3.B  Eligibility:     Quality  Con- 
trol,  in  the  six-state  study  did  not  have  a  corresponding  subfunc- 
tion  under  Beneficiary  Services.     Its  corresponding  element  was  in- 
cluded under  Quality  Control,   and  will  be  discussed  under  that  sub- 
function  . 
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Quality  Control 


National  Study 

Quality  Control 

A.  Eligibility  Review 

B.  Third-Party  Liability 

(TPL)  Review 

C.  Claims  Processing  (CP) 

Review 


Six- State  Study 

No  parallel  function.  Corresponding 
data  elements  found  under: 

3.  Recipient  Services 

B.   Eligibility:  Quality 
Control 
7.   Third-Party  Liability 
5.  Claims  Processing 


Quality  Control,   as  a  functional  area,  was  not  included  in  the 
six- state  study.     The  costs  resulting  from  the  activities  related  to 
ensuring  quality  control  were  spread  among  the  various  subfunctions 
listed  above.     Some  of  the  translations  between  the  two  studies  are 
obvious.     Costs  for  4. A  Eligibility  Review  under  Quality  Control  were 
picked  up  under  3.   Recipient  Services  B.  Eligibility:     Quality  Con- 
trol.    Not  quite  as  straightforward  are  categories  4.B  Third-Party 
Liability   (TPL)   Review  and  4.C  Claims  Processing   (CP)    Review.  In 
the  six  state  study  there  was  a  separate  functional  area  for  Third- 
Party  Liability   (Area  #7)   and  for  Claims  Processing   (#5).     These  areas 
were  all-encompassing,   including  every  aspect  of  Third-Party  Liabil- 
ity and  Claims  Processing  but  without  further  breakdown.     It  is  in 
these  respective  areas  that  4.B  and  4.C  of  the  current  study  were 
captured  in  the  previous  study.     They  were  not  captured  as  distinct 
elements,   however,   so  their  exact  costs  are  unknown. 
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EPSDT 


National  Study 

5.  EPSDT 

A.  Informing  and  Notification 

(1)  manual 

(2)  automated 

B.  Outreach 

C.  Case  Management  &  Follow-Up 

(1)  manual 

(2)  automated 

D.  General  EPSDT  Administration 


Six-State  Study 

No  parallel  function.  Corres- 
ponding data  elements  found 
under : 

4.  Provider  Services 

A.  EPSDT:   Patient  Care 

B.  EPSDT:  Administrative 


EPSDT  was  not  included  as  a  functional  area  in  the  six-state 
study.     Data  for  this  aspect  of  the  Medicaid  Program  were  captured 
under  Provider  Services  subf unction,   A.  EPSDT:     Patient  Care,  and 
B.  EPSDT:     Administrative.     Subfunction  A  consisted  of  activities 
involved  in  outreach,   notification,  case  management,   and  follow-up. 
Subfunction  B  consisted  of  activities  involved  in  provider  relations 
and  enrollment,   and  state  and  local  administration. 

This  study  divided  the  activities  covered  in  subfunction  A 
EPSDT:     Administrative  of  the  six-state  study  into  the  three  sub- 
functions:     5. A  Informing  and  Notification;   5.B  Outreach;  and  5.C 
Case  Management  and  Follow-Up.     Further,   subf unctional  costs  in  5.D 
General  EPSDT  Administration  is  roughly  equivalent  to  the  previous 
study's  category  4.B  EPSDT:  Administrative. 
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Provider  Services 


National  Study 

6.  Provider  Services 

A.  Physician 

B.  Pharmacy 

C.  HMO 

D.  Hospitals 

E.  Long-Term  Care  (LTC) 

Facilities:  Certi- 
fication 

F.  LTC  Facilities:  Medical 

Reviews  &  Independent 
Practitioner  Reviews 

G.  LTC  Facilities:  Other 

H.  Dental 

I.  Other  Providers 
J.  ADP 


Six-State  Study 

4 .  Provider  Services 

A.  EPSDT:     Patient  Care 

B.  EPSDT:  Administrative 

C.  Physician 

D.  Family  Planning 

E.  Pharmacy 

F.  Pathology  and  Radiology 

G .  HMO ' s 

H.  Clinic 

I.  Hospitals 

J.   Long-Term  Facilities: 

Medical  Reviews  and  Inde- 
pendent Practitioner  Reviews 

K.   Long-Term  Care  Facilities: 
Other 

L.  Dental 

M.  Other  Provider  Services 


At  first  glance,  the  six-state  study  would  appear  to  have  a  more 
detailed  breakdown  for  the  functional  area,   Provider  Services.  Closer 
examination  reveals  this  is  not  the  case.     Two  of  the  subf unctions  in 
the  six-state  study   (A  &  B)   were  expanded  into  an  entire  functional 
area   (Area  #5  EPSDT)    for  the  national  study.     Both  studies  had  sub- 
functions  under  Provider  Services  for  costs  relating  to  Physicians, 
Pharmacies,  HMO's,  Hospitals  and  Dental  Care. 

Three  subfunctions  were  used  to  collect  data  regarding  Long-Term 
Care    (LTC)    facilities  in  this  study.     The  NIAS  six-state  study  utilized 
only  two.     The  difference  occured  in  the  handling  of  LTC  facilities' 
certification  costs.     The  six- state  study  included  these  costs  in 
the  subf unction  K.   Long-Term  Care  Facilities:     Other.     The  national 
study  had  a  separate  subf unction   (E.   LTC  Facilities:  Certification) 
for  certification  costs. 

ADP  costs  were  given  a  separate  subfunction  under  Provider  Ser- 
vices in  the  national  study.     The  six-state  study  treated  ADP  (EDP) 
as  a  cost  category.     A  fuller  discussion  of  the  difference  is  included 
in  this  section  under  General  Administration. 

The  remaining  subfunction  of  the  current  study  is  I.   Other  Pro- 
viders.    This  subfunction  captures  all  the  costs  included  under 
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subf unctions  D.  Family  Planning,  F.  Pathology  and  Radiology,  H. 
Clinics,  and  M.   Other  Provider  Services  of  the  six-state  study. 
These  four  subfunctions  of  the  previous  study  were  compressed  into 
the  I.   Other  Provider  subf unction  of  the  national  study  due  to  the 
scarcity  of  data  encountered  during  the  six-state  study  for  the 
multiple  subfunctions.     It  was  felt  that  combining  the  four  would 
make  collecting  Provider  Services  data  easier  for  the  respondents 
without  sacrificing  significant  data  detail. 


Claims  Processing 


National  Study 


Claims  Processing 

A.  Developmental  Costs 

a)  Hardware  (develop- 

mental share) 

b)  Software  development 

c)  Site  Preparation  and 

other  implementation 
costs 

d)  Information  Systems 

Planning 

B.  Operating  Costs 

a)  Hardware  (Operating 

share) 

b)  Maintenance  Software 

c)  Data  entry 

d)  Computer  operations 

e)  Manual  claims  pro- 

cessing 


Six-State  Study 
5 .  Claims  Processing 


These  two  subfunctions  are  basically  the  same  in  the  data  that 
they  are   intended  to  capture.     The  national  study,  however,  captured 
the  Claims  Processing  Costs  in  much  greater  detail.     In  fact,  this 
functional  area  of  the  national  study  was  the  most  detailed  area 
of  the  study.     It  recorded  data  two  levels  below  the  subf unctional 
level.     Though  not  shown  on  the  listing  above,  costs  for  hardware, 
software,   etc.  under  both  Developmental  and  Operating  Costs  were 
further  broken  down  as  In-house  or  -Fiscal  Agent  costs.     All  of  these 
costs  were  included  under  Claims  Processing  in  the  six-state  study 
but  without  any  detail  or  breakdown. 
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Surveillance  and  Utilization  Review 


Six-State  Study 

6.   Surveillance  and  Utilization 
Review 


8. 


Fraud  Control 
A.     Fraud  Control 


Detection 


National  Study 

8 .  Surveillance  and  Utilization 
Review 

A.  Prior  Authorization/ 

Approval 

B.  Professional  Pre-Payment 

Review 

C.  Post-Payment  Review 

D.  ADP 

8. A  Fraud  Control:     Detection  from  the  six-state  study  has  also 
been  included  as  an  element  parallel  to  S.   S/UR  of  the  national  study. 
One  of  the  purposes  and  benefits  of  engaging  in  S/UR  activities  is 
the  ability  to  detect  possible  instances  of  fraud.     As  a  distinct 
cost  with  S/UR,   fraud  detection  costs  would  be  nearly  impossible  to 
segregate  because  only  a  small  minority  of  cases  involving  improper 
utilization  represent  actual  fraud.     The  treatment  of  this  functional 
area  is  much  the  same  as  Claims  Processing.     The  two  are  equivalent 
in  the  data  captured  but  the  national  study  captures  it  in  greater 
detail.     ADP   (EDP)    costs  are  handled  in  the  same  fashion  as  in  the 
functional  area  General  Administration. 


Payment  Recovery 


National  Study 


Payment  Recovery 

A.  Third-Party  Liability: 

Pre-and  Post  Payment 
Recovery 

B.  Provider  Recovery 


Six-State  Study 


No  parallel  function.  Corresponding 
data  elements  found  under: 
7.   Third-Party  Liability 


There  was  no  functional  area  similiar  to  Payment  Recovery  in  the 
six-state  study.     Subfunction  A.  of  Payment  Recovery  collected  the 
same  data  recorded  under  functional  area  7.  Third-Party  Liability 
of  the  six-state  study.     Provider  Recovery  was  not  adequately 
addressed  during  the  six- state  study  so  it  was  included  as  a  sub- 
function  under  the  new  functional  area  Payment  Recovery. 

Fraud  Control 


National  Study 

10.  Fraud  Control. 

A.  Investigation 

B.  Prosecution 


Six-State  Study 


Fraud  Control 

A.  Fraud  Control-: 

B.  Fraud  Control: 


Investigation 
Prosecution 
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Under  Fraud  Control,   the  two  subf unctions  addressing  Investiga- 
tion and  Prosecution  in  the  national  study  are  identical  to  the  sub- 
functions  addressing  these  activities  in  the  six—state  study. 
As  discussed  earlier,  data  for  subf unction  A.  Fraud  Control:  Detec- 
tion of  the  six-state  study  are  recorded  under  8.     S/UR  of  the  national 
study . 


Institutional  Reimbursement 


National  Study 

11.   Institutional  Reimbursement 

A.  Rate  Setting 

B.  Hospital  Cost  Settlement 

and  Audit 

C.  Long-Term  Care  Cost 

Settlement  and  Audit 


Six-State  Study 

9.   Cost  Settlement 

A.  Cost  Settlement:  Hospitals 

B.  Cost  Settlement:  Long-Term 

Care  Facilities 


The  current  study  handled  Reimbursement  of  Institutions  somewhat 
differently  from  the  six-state  study.     The  difference  occurred  in  the 
recording  of  rate  setting  costs.     The  initial  six- state  study  included 
rate  setting  for  Hospitals  as  part  of  subf unction  A.   Cost  Settlement: 
Hospitals;   rate  setting  costs  for  LTC  facilities  were  included  in 
subf unction  B.     The  national  study  took  rate  setting  costs  out  of 
the  Hospital  and  LTC  subfunction  and  collected  these  costs  under 
their  own  subfunction,  A.  Rate  Setting.     The  two  remaining  subfunc- 
tions  are  identical  to  the  subfunctions  of  the  preceding  study  except 
for  rate  setting  costs. 


Noninstitutional  Reimbursement 


National  Study 

12.  Noninstitutional  Reimburse- 
ment 


Six-State  Study 
No  parallel  function. 


Noninstitutional  Reimbursement  was  not  included  in  the  six— state 
study  as  a  functional  area.      The  national  study  included  a  function 
for  these  costs  after  reviewing  the  results  of  the  preceding  study 
and  consulting  with  Medicaid  officials  . 
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As  this  area  by  area  discussion  has  shown,   the  instrument  for 
this  study  has  many  common  elements  with  the  instrument  used  in  the 
preceding  study.     The  major  differences  are  the  inclusion  of  more 
functional  areas  and  the  expansion  of  areas  to  allow  the  gathering 
of  more  specific  and  detailed  data. 

Council  Review.     Representatives  of  the  State  Medicaid  Directors 
Council  met  on  October  10 ,   1978  and  discussed  the  draft  survey  in- 
strument.    Representatives  from,  Georgia,  Maryland,  Oklahoma  and 
Wyoming  attended  the  sessions  and  made  valuable  suggestions  re- 
garding final  development  of  the  instrument.     The  following  is 
a  list  of  twelve  recommendations  put  forward  by  the  Council's 
representatives  and  included  in  the  final  instrument. 

Council  Suggestions 

•  Use  generally  accepted  accounting  definition  of 
indirect  cost;   eliminate  overhead  from  direct 
cost  elements;   break  out  direct  from  indirect 
costs  in  fiscal  agent  contracts; 

•  Differentiate  between  manual  and  ADP  costs  of 
several  functions; 

•  Develop  a  separate  recap  for  utilization  review 
costs ; 

•  Track  the  period  January  -  March  1979,   to  give 
states  time  to  prepare  for  data  collection; 

•  Drop  "Beneficiary  Recovery"  as  a  subcategory 
under  "Payment  Recovery"  functional  area; 

•  Develop  subcategories  under  "Quality  Control" 
functional  area; 

•  Change  cost  allocation  guidelines   (for  "Quality 
Control"  and  "Eligibility  Determination") 

-  Allow  greater  flexibility  to  states 

-  Provide  a  more  realistic  picture  of 
Medicaid  incurred  costs 
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•  Collect  workload  data  on  number  of  claims  denied; 

•  Add  a  "Policy  and  Planning"  subcategory  to  the 
"General  Administration"  functional  area; 

•  Add  crossover  claims  and  buy-in  premium  payments 
to  claims  listing  on  the  claims  processing  Recap; 

•  Break  out  costs  of  contracts  on  the  matrix;  and 

•  Revise  Claims  Processing  Recap  to  reflect  manual 
processing  time  and  cost. 

The  instrument  that  emerged  from  these  changes  was  used  for  the 
study  and  is  included  in  this  report  in  Appendix  A. 

DATA  COLLECTION  AND  EDITING 

As  recommended  by  the  Directors  Council,   the  data  collection 
period  was  changed  to  January  -  March  1979.     It  had  been  originally 
scheduled  for  October  -  December  1978.     The  suggestion  was  accepted 
in  order  to  allow  the  person (s)    assigned  by  the  Medicaid  Directors 
time  to  prepare  for  the  data  collection  effort  in  advance  of  the 
data  collection  period.     The  Council  took  lead  responsibility  in 
distributing  the  instrument  to  the  fifty-three  Medicaid  jurisdic- 
tions.    Mr.  Glenn  Johnson,   Chairman  of  the  Council  and  Medicaid 
Director  for  the  Commonwealth  of  Pennsylvania,   requested  in  his 
memorandum  accompanying  the  instrument  that  all  Medicaid  Directors 
cooperate  with  the  study  effort  by  participating  in  the  data  collec- 
tion.    The  data  collection  instrument  was  mailed  to  the  Directors  on 
November  30,  1978. 

The  Directors     Council  sent  out  the  instrument  to  emphasize  the 
importance  of  the  study  to  the  Directors  and  to  demonstrate  the 
Council's  support  of  the  study  effort.     It  was  hoped  that  this 
approach  would  stimulate  the  highest  degree  of  cooperation  possible 
from  the  Medicaid  Directors.     Completion  of  the  data  collection 
instrument  was  recognized  by  HCFA  and  the  Council  as  a  major  under- 
taking.    The  cost  matrix,   itself,  had  nearly  seven  hundred  cells 
and  the  workload  data  instruments  had  approximately  two  hundred. 
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Prior  to  this  study  no  attempt  had  been  made  to  collect  this  much 
detailed  information  about  the  cost  of  state  level  administration  of 
the  Medicaid  Program. 

Technical  Assistance.     Realizing  that  the  State  Directors  and 
their  staffs  would  need  assistance  with  this  study,   NIAS  as  a  first 
step,  prepared  a  "How  To"  manual  explaining  methods  for  preparing 
and  completing  the  study.     Specifically  the  manual  contained: 

•  Background  information  regarding  the  study 
and  its  predecessor; 

•  An  explanation  of  the  purposes  of  the  data 
collection  instrument; 

•  Suggestions  on  source  documents  which  might 
be  referenced  for  the  requested  data; 

•  Definitions  of  all  functional  areas  and  all 
data  elements  requested; 

•  Specific  instructions  regarding  cost  alloca- 
tion guidelines;  and 

•  General  Guidelines  for  completing  the  cost 
matrix . 

The  manual  was  prepared  in  draft  form  and  submitted  to  HCFA  for 
comment.     Revisions  were  made  on  the  manual  and  the  final  version 
was  sent  to  the  individual  State  Directors  on  December  26,  1978. 

Included  in  the  manual  was  a  mailback  response  card  on  which 
states  identified  the  person  responsible  for  completing  the  forms 
and  acknowledged  receipt  of  the  November  mailing.     Upon  receipt  of 
the  manual,   the  form  was  to  be  detached  and  returned  to  NIAS.  The 
returned  forms  made  up  the  catalog  of  persons  responsible  in  each 
state  for  completing  the  study.     States  were  not  as  diligent  in 
returning  the  response  card  as  was  hoped.     This  necessitated  calling 
the  Medicaid  Directors  directly. 

The  second  step  in  NIAS'   plan  to  provide  assistance  began 
January  17,  1979  and  was  completed  by  March  2nd.     During  this  time 
all  forty-nine  of  the  adjacent  Medicaid  jurisdictions  were 
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contacted  by  NIAS.     These  calls  served  five  purposes.     The  calls 
allowed  NIAS  staff  to: 

(1)  introduce  themselves  to  the  persons  responsible 
for  completing  the  cost  matrix;— ^ 

(2)  ensure  that  states  which  did  not  return  the  mail- 
back  form  actually  received  the  two  mailouts; 

(3)  further  stimulate  the  interest  of  state  Medicaid 
personnel  and  create  a  cooperative  atmosphere; 

(4)  identify  problems  as  early  in  the  study  as  possible; 
and 

(5)  inform  state  Medicaid  personnel  that  assistance  was 
available  by  contacting  NIAS. 

Alaska,   Hawaii,   the  Virgin  Islands,  Puerto  Rico  and  Guam  were 
contacted  through  regular  mail  service. 

The  third  step  in  providing  the  states  with  technical  assistance 
was  the  resolution  of  data  problems.     As  the  states  telephoned  with 
their  questions,  NIAS  responded  in  one  or  a  combination  of  the 
following  ways: 

(1)  questions  that  could  be  answered  immediately 
were  clarified  during  the  conversation; 

(2)  questions  that  were  more  detailed  and  required 
more  in-depth  answers  were  recorded  by  the  NIAS 
staff  member  and  the  state's  contact  person  was 
informed  that  he/she  would  be  re-contacted  with 
an  answer  within  a  24- hour  time  period;  and 

(3)  if  the  NIAS  staff  person  was  unable  to  provide 
total  clarification,   the  problem  was  referred 
to  the  project  officer. 

During  the  second  step,  NIAS  had  made  each  Medicaid  jurisdiction 
aware  of  the  availability  of  assistance  and  encouraged  the  responsible 


1/     In  general,   the  persons  in  the  various  states _ responsible  for 
completing  this  form  were  accountants,   financial  analysts,  or 
general  administrative  staff  in  a  reports,  analysis  or 
general  administrative  division. 
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person  to  contact  NIAS  as  problems  arose.     It  was  felt  that  many- 
states  would  have  unique  questions,   not  explained  in  the  instructions 
manual.     By  assisting  the  states  as  problems  arose,  NIAS  felt  con- 
sistency of  definitions  and  data  could  be  assured  in  an  accurate  and 
cost-effective  manner.     Assisting  states  at  this  time  would  allow 
NIAS  to  reduce   "after  the  fact"  validations.     Two  days  of  technical 
assistance  were  allocated  for  each  state. 

This  approach  required  some  modification  when  few  states  con- 
tacted NIAS  for  assistance.     Instead  of  waiting  for  states  to  call 
with  their  problems,   NIAS  initiated  a  second  round  of  calls  aimed 
at  addressing  any  problems  that  states  might  be  having  with  the 
study.     These  calls  were  also  used  to  confirm  state  participation 
and  remind  them  to  forward  their  completed  matrices  by  the  reporting 
deadline . 

None  of  the  states  was  able  to  meet  the  original  deadline  for 
submitting  data,  April  30th.     To  provide  states  with  more  time,  the 
deadline  for  submission  was  extended  to  June  30th.     The  twenty-nine 
states  which  responded  and  the  date  their  responses  were  received  are 
listed  below: 


Date 

Date 

State 

Rec  'd 

State 

Rec  'd 

Iowa 

5/03 

Illinois 

6/22 

Wyoming 

5/07 

Connecticut 

6/27 

Alaska 

5/11 

Kentucky 

7/03 

North  Carolina 

5/11 

Massachusetts 

7/05 

District  of  Columbia 

5/14 

South  Carolina 

7/12 

Alabama 

5/21 

Pennsylvania 

7/13 

Colorado 

5/29 

Idaho 

7/16 

Virginia 

6/05 

Utah 

7/19 

West  Virginia 

6/05 

New  Hampshire 

8/01 

Florida 

6/11 

Delaware 

8/02 

New  Jersey 

6/11 

Tennessee 

8/08 

Maryland 

6/14 

Mississippi 

8/20 

Ohio 

6/18 

Louisiana 

9/17 

Arkansas 

6/20 

Puerto  Rico 

9/21 

Georgia 

6/20 
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As  the  listing  indicates,   not  all  states  were  able  to  submit  the 
cost  and  workload  data  sought  by  this  study.     In  attempts  to  stimu- 
late greater  participation  among  the  states,  NIAS  kept  in  constant 
contact  with  the  Medicaid  jurisdictions,  offering  assistance  where- 
ever  possible.     In  addition,   Richard  Heim,   Director  of  the  Medicaid 
Bureau,   sent  a  memorandum  to  each  State  Medicaid  Director  encouraging 
them  to  support  the  study  effort.     During  the  April,   1979  meeting  of 
Medicaid  Directors  in  San  Diego,   another  request  for  participation 
in  the  study  was  made  to  the  Directors.     These  efforts  were  quite 
helpful  in  drawing  out  additional  participation,   yet  they  were  unable 
to  overcome  all  the  barriers  which,   for  some  states,   stood  in  the  way 
of  participation  in  the  study.     Fifteen  states  withdrew  from  the 
study  and  nine  more  failed  to  respond.     They  cited  problems  with 
the  data  request,   the  cost  of  completing  the  matrix  and  workload 
reports,   conflicting  priorities  and  difficulty  in  getting  data  from 
fiscal  agents  as  insurmountable  barriers  to  their  participation.  A 
few  states  which -have  locally  administered,   state  supervised  Medicaid 
Programs  stated  that  their  decentralized  administrative  approach  made 
participation  in  the  study  impossible. 

Recontacts 

Recontacting  the  states    (by  telephone)   was  seen  as  the  initial 
step  in  the  analysis  of  the  data.     These  recontacts  served  two  pur- 
poses:     (1)   the  confirmation  of  data  and  the  resolution  of  discrep- 
ancies;  and  (2)   the  clarification  of  data  falling  outside  aggregated 
data  ranges.     The  level  of  detail  and  complexity  of  the  study  made 
reporting  all  facets  of  the  requested  data  difficult.     Some  responding 
states  sent  back  matrices  which  were  only  partially  completed.  Re- 
contact,   therefore,  was  expanded  to  include  in  its  scope  the 
acquiring  of  additional  information  needed  to  fill  the  data  gaps. 
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Prior  to  recontact,   each  matrix  received  a  thorough  desk  edit. 
Questions  and  problems  which  arose  during  the  edit  were  the  basis 
for  the  recontact.     Each  state  submitting  a  cost  matrix  was  sent  a 
letter  of  thanks,   along  with  notification  that  further  contacts 
would  occur  regarding  questions  NIAS  staff  had  about  the  data.  This 
letter  included  examples  of  the  types  of  questions  that  staff  would 
be  asking. 

The  NIAS  staff  made  recontact  phone  calls  from  mid-May  through 
September.     These  additional  recontact  calls  were  required  due  to 
the  late  arrival  of  data  from  some  states.     Based  upon  our  telephone 
communications  with  the  states,  we  were  also  able  to  expand  the 
data  reported  to  fill  in  many  of  the  gaps.     This  occurred  either 
through  the  use  of  an  estimation  algorithm  suggested  or  agreed  upon 
by  the  state  or  by  obtaining  actual  data  over  the  phone.  Clarifica- 
tion of  questions  and  the  acquisition  of  additional  data  improved 
the  general  quality  of  all  the  reported  data,   providing  NIAS  with  a 
solid  data  base  and  thereby  enhancing  the  value  of  the  resulting 
data  analysis. 

Handling  of  Outliers 

The  preceding  discussion  details  the  preliminary  data  editing 
activities  which  were  undertaken  prior  to  beginning  the  data  analysis 
phase.     Unfortunately,   a  visual  inspection  of  the  data  can  never 
identify  all  questionable  responses.     This  is  especially  true  when 
the  analysis  involves  the  development  of  ratio  indicators.  There- 
fore, a  second  phase  of  data  editing  invariably  occurs  simultaneously 
with  the  initial  stages  of  data  analysis  when  the  presence  of 
questionable  data  becomes  more  apparent.     Questionable  data  elements 
are  frequently  referred  to  as  potential  "outliers",   and  the  following 
discussion  details  our  treatment  of  these  data  elements. 

Handling  of  the  outlier  problem  can  be  partitioned  into  two 
parts  -  identification  and  treatment.     Identification  of  outliers 
can  be  made  either  using  a  statistical  decision  rule    (such  as 
examining  all  data  points  which  are  outside  two  standard  deviations 
from  the  mean)   or  through  visual  inspection.     In  general,  we 
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chose  to  take  the  more  informal   (visual  inspection  of  the  data 
approach)   because  the  statistical  method  is  far  too  rigid  for  the 
small  sample  sizes  involved.     This  approach  essentially  examines 
each  data  element  for  reasonableness.     This  examination  was  based 
upon  a  comparison  of  each  state's  data  to  other  states,  and  a  com- 
parison across  functional  areas  of  data  within  each  state. 

In  general,  a  somewhat  liberal  acceptance  of  questionable  data 
was  tolerated  because,  discarding  data  on  the  basis  of  comparison  to 
other  data  which  are  also  potentially  questionable,  would  contradict 
the  investigative  nature  of  this  effort. 

This  identification  of  outlier  process  was  undertaken  both  on 
the  "level"— •    data  and  on  the  various  ratios  derived  from  the  level 
data.     In  reality,   there  was  considerable  interaction  between  the 
ratio  and  level  data.     For  example,  when  it  was  obvious  that  a 
state's  proportion  of  functional  area  #1   (General  Administration)  was 
markedly  different  either  from  other  states  or,   in  some  instances, 
from  the  previous  year's  data,   this  triggered  an  examination  into 
the  reasonableness  of  the  numerator  and  denominator   (level)  data. 
This  examination  yielded  a  decision  as  to  which  data  element  in  the 
proportion  was  questionable    (if  not  both) .     If  one  of  the  level  data 
elements  was  determined  to  be  an  "outlier,"  then  associated  ratios 
were  likewise  dropped  from  the  analysis. 

When  examining  the  sample  sizes  associated  with  the  various 
averages,   the  reader  will  note  that  the   sample  size  changes  con- 
siderably depending  upon  the  data  elements  being  analyzed.  For 
example,  costs  by  each  of  the  major  functional  areas  are  available 
for  the  vast  majority  of  respondents.     However,  cost  per  claim 
by  type  of  claim  is  only  available  for  eight  states  because  it 
involved  much  more  disaggregated  data  which  most  states  could  not 
provide.     This  is  because  our  outlier  analysis  was  performed  at 


1/  Level  data  is  a  term  used  to  denote  totals  as  opposed  to  ratios 
or  proportions. 
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each  level  of  aggregation  analyzed.     Therefore,  the  fact  that  a 
state  reported  questionable  data  in  one  subf unctional  area  did  not 
disqualify  their  data  from  use  when  analyzing  another     subf unctional 
area.     For  example,  the  fact  that  a  state  reports  an  inordinate  pro- 
portion of  costs  in  General  Administration  does  not  disqualify  that 
state  from  analysis  in  other  areas,  where  its  data  appeared 
reasonable.     The  advantage  of  this  approach  is  that  it  takes  maximum 
advantage  of  the  data  reported  to  us.     This  approach  is  valid  in  most 
instances  because  it  is  generally  apparent  when  a  state  has  good 
data  in  one  cost  area,   but  not  in  another  area. 

This  process  of  identifying  and  deleting  questionable  data 
elements  was  applied  to  the  data  set  analyzed  in  Chapter  IV.  The 
following  chapter  contains  recommendations  for  improving  the  sub- 
sequent data  collection  effort  based  on  lessons  learned  during  this 
round. 
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III.      RESULTS  OF  REPORTING  TEST 


A  major  purpose  of  the  Administrative  Cost  Study  was  the  test 
of  the  states'   ability  to  respond  to  the  data  request.     The  study's 
methodology  provided  multiple  opportunities  for  respondent  feedback. 
Through  the  many  contacts  with  the  states,  NIAS  has  learned 
about  the  problems  encountered  by  the  Medicaid  Directors  and 
other  state  personnel  when  confronted  with  the  study's  extensive 
data  requests.     The  following  sections  discuss  the  results  of  the 
test,   analyze  the  problems  identified  and  present  recommendations 
for  improvements  that  are  necessary  if  this  type  of  data  collection 
is  to  be  integrated  into  the  current  and  ongoing  financial  reporting 
system . 

TEST  RESULTS:      RESPONSE  RATE,   ACCURACY  OF  DATA,    RESPONDENT  BURDEN 

When  considering  the  results  of  the  prototype  test  two  factors 
must  be  examined:      (1)    the  response  rate,  which  indicates  the  gross 
ability  and/or  willingness  of  states  to  respond  and   (2)   the  thorough- 
ness of  the  data  submitted,  which  indicates  the  ability  of  individual 
states  to  supply  specific  information  on  administrative  cost,  staff- 
ing and  workload. 

Response  Rate 

From  a  universe  of  fifty-three   (53)  Medicaid  jurisdictions, 
we  received  a  total  of  twenty-nine   (29)   responses.     Twenty-five  of 
these  responses  were  judged  complete  enough  for  inclusion  in  some 
part  of  our  data  analysis.     Therefore,  our  study  achieved  roughly 
a  fifty  percent  response  rate.     Several  factors  should  be  considered 
before  one  judges  the  degree  of  success  of  this  effort. 

First,   the  fact  that  the  survey  was  handled  through  the  mail 
places  certain  inherent  limitations  on  the  response  rate.  Face 
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to  face  contact  with  a  respondent  is  a.  foolproof  method 
of  guaranteeing  a  high  rate  of  response.     However,   resource  limi- 
tations and  time  limitations  precluded  this  approach.     Second,  a 
major  purpose  of  this  contract  was  to  test  the  voluntary  compliance 
to  a  reporting  system  which  utilizes  the  mail. 

When  examining  the  set  of  respondents  in  terms  of  their  impor- 
tance to  expenditures  on  total  Medicaid  administrative  costs,  we  note 
that  the  two  largest  states   (New  York  and  California)   did  not  respond. 
However,  when  size  is  defined  in  terms  of  the  dollar  volume  of  medi- 
cal vendor  payments,   five  of  the  ten  largest  and  twelve  of  the  top 
twenty  states  did  respond.—^    This  implies  that  our  set  of  respond- 
ing states  is  fairly  representative  of  the  universe  of  Medicaid  juris- 
dictions . 

The  cost  matrix  and  the  workload  reports  required  information 
at  a  level  and  in  a  fashion  that  states  had  not  previously  reported. 
The  distribution  of  administrative  costs  to  the  twelve  functional 
areas,  and  the  detailed  accounting  of  the  workload,  went  beyond  any 
administrative  data  request  previously  seen  by  the  states.  The 
functional  areas  include  all  the  activities  encompassed  in  the 
administration  of  the  Medicaid  program  but  in  a  pattern  or  a  ter- 
minology that  in  most  cases  did  not  correspond  to  the  accounting 
systems  of  the  states.     In  other  words,  states  do  retain  the  informa- 
tion requested  but  not  necessarily  in  a  form  that  could  easily  be 
transcribed  onto  the  matrix.     Since  many  functions  cut  across 
organizations,   aggregating  costs  for  some  areas  was  very  difficult 
despite  the  definitions  and  rules  which  were  given  to  the  states. 
For  example,   in  many  states  quality  control  workers  review  cases  for 
AFDC  and  Medicaid.     For  this  study  the  Medicaid  share  of  the  eligi- 
bility determination  cost  was  allocated  according  to  the  state's  AFDC/ 
Medicaid  allocation  formula  but  only  for  the  eligibility  component. 
Third-party  liability  or  claims  processing  components  of  quality 
control  could  not  be  shared  with  AFDC  and  therefore  required  a 
reporting  of  actual  cost.     "Best  guesses"  were  sometimes  the  only 
means  by  which  states  could  supply  these  data.     In  addition, 
many  organizational  units  had  responsibilities  for  multiple  func- 
tions.    These  units  had  the  difficult  task  of  dividing  their 

1/ 

For  a  list  of  the  states  which  did  respond,  see  page  21. 
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administrative  expenditures  in  a  manner  beyond  that  available  in 
their  own  record  keeping. 

The  Other  Workload  Data  requests  presented  similar  problems 
and  several  unique  ones.     As  an  example,  a  claim  was  defined  for 
this  study  as  "any  individual  line  item  for  which  reimbursement  is 
being  sought".     This  definition  is  consistent  with  that  of  the 
Medicaid  Minimum  Data  Set  to  be  implemented  in  January,  1980. 
Some  states  define  a  claim  as  a  piece  of  paper  that  has  several 
items  for  which  reimbursement  is  being  sought,  but  which  they  have 
counted  as  only  one  claim.     These  states  were  asked  to  use  our 
"reimbursable  line  item"  definition  of  a  claim  for  purposes  of 
this  study.     As  a  result,  only  fourteen  states  reported  any  S/UR 
data,   and  of  these  only  ten  states  provided  enough  cost  and  line 
item  workload  data  to  actually  calculate  cost  per  line  item  for 
the  various  types  of  claims.     The  other  four  states  either  could 
not  convert  their  claim  definition  to  line  items  or  could  not  pro- 
vide an  essential  element  of  cost  to  derive  total  claims  process- 
ing costs. 

In  summary,  a  voluntary  mailout  survey  with  a  response  rate 
around  fifty  percent  should,  by  most  standards,  be  considered  a 
success.     The  mandatory  nature  of  a  reporting  system  in  which 
response  is  a  requirement  of  participation  in  the  Medicaid  program 
should  bring  this  up  to  100%.     Further,  once  states  are 
aware  that  such  reporting  is  required,  and  are  familiar  with  the 
reporting  categories,  responding  will  be  easier  for  them.  Also, 
some  consideration  should  be  given  to  more  intensive  technical 
assistance  to  states  which  have  county-based  systems.     This  would 
ease  the  burden  on  them  and  ensure  their  participation  in  the 
reporting  effort.     Our  recommendations  in  these  areas  constitute 
the  final  discussion  area  of  this  section,   and  are  aimed  at  im- 
proving the  next  round  of  data  collection. 

Response  Thoroughness 

A  good  response  rate,  alone,  would  not  indicate  a  successful 
test.     Major  gaps  in  the  data  submitted  by  the  states  would  have 
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been  nearly  as  damaging  as  a  high  non-response  rate.     As  reported  in 
the  aforementioned  Recontact  Report,   the  thoroughness  of  the  com- 
pletion of  the  instruments  varied.     States,   on  the  whole,   did  a 
better  job  completing  the  Cost  Matrix  than  they  did  completing  the 
Workload  Data  reports.     A  likely  reason  for  this  lies  in  the  fact 
that  the  persons  given  responsibility  for  completing  the  survey 
package  generally  had  accounting  or  financial  management  staff 
positions.     Through  recontact,   the  number  of  workload  reports  was 
significantly  increased. 

The  cost  matrices  were  also  often  submitted  with  data  gaps. 
Many  of  these  were  closed  during  recontact  and  others  were  identified 
as  areas  in  which  no  costs  were  incurred  during  the  period  of  data 
collection.     In  total,   the  responding  states  did  a  respectable  job 
in  complying  with  a  difficult  data  request.— ^     If  this  had  been  a 
required  report,   and  not  a  study,   and  if  the  response  rate  and  the 
thoroughness  of  the  responses  were  the  same,   it  would  have  been 
disappointing;  but  this  was  a  study  relying  on  voluntary  responses 
and,  therefore,  the  results  warrant  further  development  of  this 
approach.     Modifications  to  the  data  collection  approach 
must  address  the  problems  states  confronted  during  the  test,   as  well 
as  the  problems  encountered  by  HCFA/NIAS .     An  evaluation  of  the 
states'  difficulties  appears  in  the  next  section. 

Evaluation  of  Reporting  Problems 

During  the  course  of  the  study  NIAS  had  frequent  contacts  with 
state  Medicaid  Administrations.     Through  these  contacts  a  clear 
image  of  the  problems  confronting  the  states  came  into  focus .  There 
was  the  generic  problem  of  translating  costs,   records  and  other 
data  into  the  study  format.     Each  state  has  its  own  accounting  and 
budgeting  systems,   uses  its  own  particular  functional  definitions 
and  terminology,   and  does  so  at  its  own  particular  level  of  detail. 
In  addition,   the  internal  reporting  of  administrative  expenditures 
at  the  county  or  local  level  in  some  states  is  such  that  it  is 
impossible  to  discern  spending  by  functional  area.     This  situation 
is  analogous  to  that  which  exists  currently  with  the  financial 


—For  a  detailed  (by  state  and  functional  area)  picture  of  response 
thoroughness  see  the  table  on  page  59  and  the  related  explanation 
of  it  on  page  58. 
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reporting  system  between  states  and  the  Federal  government.  Beyond 
the  problems  posed  by  the  very  nature  of  the  survey  instrument,  a 
variety  of  problem  areas  were  identified.     Five  basic  obstacles, 
1)   Lead  Time,   2)    Legislative  Sessions,   3)    Fiscal  Agents,   4)  Cost, 
and  5)   Organization,  dominated  the  picture.     Each  is  discussed  sep- 
arately in  terms  of  its  impact  on  a  state's  ability  to  report  data 
for  this  test  and  for  future  reporting  requirements.     We  have  ar- 
ranged the  discussion  of  problem  areas  in  an  approximate  descend- 
ing order  of  importance. 

Cost  of  Responding  to  the  Questionnaire 

Many  states,  whether  they  reported  costs,  withdrew,   or  failed 
to  respond,  complained  about  the  cost  of  their  participation  in 
the  study.     The  detail  and  complexity  of  the  data  request  required 
an  extensive  collection  effort.     State  complaints  relating  to  the 
massive  efforts  required  for  this  study  notwithstanding,  maximum 
estimates  of  the  level  of  effort  needed  to  complete  the  matrix  and 
workload  reports  were  only  1.5  person  months. 

Participation  in  this  study  was  an  expense  for  the  states . 
The  functional  areas  as  cost  centers  did  not  match  closely  to  the 
states'  cost  centers  which  tended  to  be  less  specific;  reconciling 
these  differences  required  some  effort.     The  data  request  encom- 
passed several  measures  of  both  resource  allocation  and 
program  output.     If  HCFA  were  to  implement  the  prototype,   the  scope 
of  the  data  requested  could   (partially  on  the  basis  of  the  experi- 
ence gained  from  this  study)   be  less  extensive,   thus  reducing  the 
cost.     Furthermore,  once  states  are  set  up  to  capture  the  reduced 
data  request  on  a  regular  basis,  the  cost  of  collecting  and  report- 
ing the  data  should  drop.     A  substantial  portion  of  the  costs  in- 
curred by  states  during  this  test  were  of  the  start-up  variety.  In 
addition,   since  this  was  a  one-time  effort,  many  states  did  not 
consider  the  most  effective  long-term  approaches  for  meeting  the 
data  request.     As  a  result,  many  states  approached  the  study  as 
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an  exercise  to  be  completed  and  did  not  always  sufficiently  con- 
sider the  alternative  methods  for  collecting  the  data  in  terms  of 
cost  effectiveness.     This  behavior  may  be  because  states  did  not  con- 
sider the  likelihood  of  the  cost  matrix  being  a  continuing  data 
collection  requirement. 

Organizational  Structure  of  Medicaid  Administration 

States  whose  Medicaid  administration  is  partially  delegated 
to  the  county  level  face  a  problem  that  programs  administered  wholly 
at  the  state  level  do  not  encounter.     States  that  have  a  locally 
administered,   state  supervised  Medicaid  organizational  arrangement 
have  considerable  difficulty  in  aggregating  cost  data  for  their  pro- 
grams.    The  problem  in  these  states  is  that  each  local  administra- 
tion of  the  Medicaid  program  incurs  costs  in  one  or  more  of  the 
functional  areas  and  has  workloads  to  report.     In  New  York,  for 
example,  there  are  fifty-eight  different  county  Medicaid  administra- 
tions in  addition  to  the  state-level  administration  which  oversees 
the  entire  program.     For  New  York  to  collect  all  the  data  requested 
for  this  study,   it  would  have  required  a  survey  effort  by  the 
counties  of  roughly  the  same  magnitude  as  the  entire  study.  The 
same  is  true  for  California;   the  state  supervises  the  counties' 
administration  of  the  Medicaid  program  and  would  have  had  to  sur- 
vey each  county  to  establish  the  state's  actual  administrative 
cost.     Neither  state  undertook  this  task. 

If  the  prototype  were  to  become  a  required  report,   a  great 
deal  of  consideration  will  have  to  be  given  to  overcoming  this  type 
of  problem.     These  states  already  have  reporting  problems  and  any 
new  requirements  should  be  designed  to  alleviate  those  problems, 
not  to  aggregate  them.      HCFA  may  have  to  work  with  the  single  state 
agencies  in  addressing  the  issue  of  local  reporting.     Any  discussion 
should  be  directed  toward  putting  the  state  in  a  position  of  more 
easily  satisfying  Federal  data  requests  or  reporting  requirements. 

One  should  recognize  that  in  most  county  administered  programs 
only  certain  functions  are  carried  out  at  the  county  level.  One 
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approach  to  the  problem  might  be  periodic  time  and  motion  or  work 
sampling  studies  to  derive  a  formula  for  allocating  the  counties' 
administrative  costs. 

Fiscal  Agents 

The  use  of  a  fiscal  agent  or  multiple  agents  created  a  unique  prob- 
lem for  some  states .     These  states  had  to  request  information  about 
their  own  program  from  their  contractors.     The  fiscal  agents  of 
some  states  were  quite  helpful  and  provided  useful  information. 
Other  states  had  difficulty  securing  data  from  their  fiscal  agents. 
The  problems  centered  on  the  fiscal  agents  1   contractual  obliga- 
tions.    They  felt  that  the  data  requests  were  outside  of  the  agree- 
ment that  they  had  with  the  states.     Their  rate  structures  did 
not  include  a  factor  for  data  requests  of  this  type  or  form  and 
they  were  unwilling  to  assume  this  cost.     Further,   they  felt  that 
since  their  contracts  were  awarded  on  a  competitive  basis,  the  dis- 
closure of  certain  information  about  their  operations  would  put 
them  at  a  competitive  disadvantage  in  the  next  contracting  cycle. 
Fiscal  agents  have  reporting  requirements  as  part  of  their  contracts. 
Any  requests  are  provided  at  the  discretion  of  the  agent.  Requests 
for  study  data  do  not  usually  fall  within  the  context  of  the  agree- 
ment between  the  agency  and  the  fiscal  agent. 

Only  one  state  cited  fiscal  agent  problems  as  grounds  for 
withdrawal,   and  that  state  was  able  to  secure  fiscal  agent  data  with 
HCFA's  assistance.     Overall,    fiscal  agents  did  hinder  a  few  states 
in  their  ability  to  provide  complete  data,   but  they  did  not  create 
serious  problems.     If  the  prototype  becomes  a  reporting  requirement, 
states  will  have  to  specify  in  the  contracts  with  their  fiscal 
agents  the  data  which  will  be  needed.     This  may  impact  upon  the 
costs  of  contracts  in  effect  and  should  be  taken  into  consideration. 
HCFA  should  consider  working  together  with  the  states  in  presenting 
the  data  request  to  contractors. 
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Legislative  Session 

The  period  for  the  collection  of  data  occurred  at  a  time  when 
many  state  legislatures  were  in  session.     These  states  indicated 
that  the  data  requests  of  their  legislatures  were  of  higher  priority 
than  the  Cost  Study  data  request.     If  the  limited  staff  time  avail- 
able was  not  sufficient  to  fill  both  data  requests,   the  Cost  Study 
would  be  put  aside  or  dropped.     Three  states  cited  this  problem 
as  part  of  their  reason  for  withdrawing  from  the  study.     Many  more 
saw  it  as  a  significant  problem  which  they  subsequently  overcame. 

Legislative  sessions  are  certainly  a  reporting  hindrance  to 
a  special,  one-time  study  as  detailed  as  this  one.  Important 
programmatic  decisions  are  based  on  the  information  provided  to 
the  legislature.     Assigning  legislative  data  requests  a  higher 
priority  than  the  Cost  Study  was  reasonable.     It  may  not,  however, 
constitute  grounds  for  withdrawing  or  failing  to  provide  any  cost 
data  whatsoever. 

Conceivably,  data  generated  from  this  detailed  system  of 
administrative  cost  reporting  could  be  useful  to  Medicaid  agencies 
in  their  relationships  with  legislative  and  executive  branches.  A 
state  legislature  might  even  be  interested  in  reviewing  Cost  Study 
data  on  a  regular  basis.     Additionally,   the  extended  reporting 
deadline  should  have  provided  some  relief  to  states  facing  conflict- 
ing time-limited  requests.     It  is  possible  that  a  state  might  have 
decided  against  participation  in  the  study  before  announcement  of 
the  deadline  extension.     It  also  appeared  that  a  few  states  gave 
the  study  little  consideration  from  the  outset. 

If  this  prototype  reporting  system  should  become  part  of  Medi- 
caid's ongoing  reporting  requirements,   some  consideration  should  be 
given  to  the  position  of  the  state  administrations  during  periods 
of  peak  information  demands.     However,   continuous  real-time  (as 
opposed  to  after  the  fact)   data  capture  and  regular   (i.e.  predict- 
able)  reporting  intervals  should  permit  states  to   accommodate  both 
administrative  cost  reporting  and  legislative  requests. 
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Lead  Time 

Medicaid  Directors  and  their  representatives  present  at  the 
October  10,   1978  disucssion  of  the  Cost  Study  strongly  endorsed  the  idea 
of  giving  each  state  the  opportunity  to  review  the  data  request 
prior  to  the  collection  period.     It  was  reasoned  that  the  lead  time 
would  allow  the  states  to  prepare  in  advance  for  the  collection  effort. 

For  example,   some  states  used  time  to  establish  sampling  procedures 
they  felt  were  necessary  to  supply  data  that  would  have  to  be  esti- 
mated.    The  lead  time  suggestion  was  accepted  and  the  data  collection 
period  was  changed  to  the  first  quarter  of  calendar  year  1979.  The 
instrument  was  mailed  to -the  Medicaid  Directors  on  November  30th.  This 
mailing  referred  to  the  NIAS  "How  To",  manual  which  followed  under  sepa- 
rate cover.     The  mailing  of  the  manual  occurred  on  the  26th  of  December. 

The  second  mailing  did  not  arrive  in  most  states  unitl  the 
first  week  of  January.     During  the  initial  contacts  this  point  was 
often  raised  as  an  objection  to  the  study.     State  staff  complained 
that  adequate  time  to  prepare  ahd  not  been  provided.     On  the  other 
hand,   states  did  little  with  the  lead  time  they  had  and  it  would 
appear  that  many  states  gave  the  voluntary  study  a  low  priority 
and  thus  were  ill-prepared  to  collect  the  data  in  any  case.  How- 
ever,  the  extension  of  the  reporting  deadline  to  June  30th  did 
provide  states  with  some  time  to  offset  the  handicap  resulting 
from  diminished  lead  time.     NIAS  continued  to  assist  states  after 
the  extended  deadline  and  received  data  as  late  as  September,  1979. 

The  following  section  discusses  recommendations  that  could 
improve  the  response  rate  and  the  quality  of  the  data  for  future 
reporting  of  Medicaid  administrative  cost  data. 

RECOMMENDATIONS  FOR  SUBSEQUENT  DATA  COLLECTION  EFFORTS 

If  HCFA  moves  forward  with  plans  to  collect  detailed  cost  and 
workload  data  on  a  regular  basis,   a  number  of  modifications  of  the 
previous  strategy  should  be  considered  to  facilitate  this  effort. 
These  modifications  center  around  changes  in  the  data  collection 
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instrument,  provision  of  assistance  and  development  of  a  source  document 
Two  areas  of  procedural  recommendations  center  around  the  ideas  of 
obtaining  a  stronger  mandate  for  the  report  submission  and  changing 
the  reporting  period  to  one  less  onerous  to  the  states.     Each  of 
these  points  is  discussed  in  detail  in  the  following  pages.     We  have 
attempted  to  separate  the  topics  into  logically  independent  areas. 
However,   upon  implementation,   there  will  no  doubt  be  some  overlap. 

Modify  the  Data  Collection  Instrument 

NIAS  recommends  that  a  close  review  of  the  data  collection 
instruments  be  undertaken  to  identify  the  critically  needed  data 
elements  vis-a-vis  those  which  are  not  absolutely  necessary  and 
entail  a  real  burden  on  the  respondents.     This  review  should 
recognize  the  inverse  relation  between  information  requested  and 
specific  or  generalized  refusal  to  respond. Any  modification 
of  the  instrument  should  also  recognize  that  about  half  of  the 
states  have  revealed  that  they  can  conform  to  the  current  set  of 
twelve  functional  areas  of  the  cost  matrix.     In  addition,  any 
attempt  to  further  adapt  the  cost  matrix  to  any  specific  account- 
ing system  should  recognize  that  this  change  may  make  it  more 
difficult  for  other  states  to  respond.     Hence,   the  goal  in  re- 
fining the  cost  matrix  should  be  the  development  of  an  instrument 
to  which  each  state  can  relate  and  which  would  result  in  a  com- 
parable burden  for  each  state  in  terms  of  relating  the  instrument  to 
current  reporting  system.     With  these  general  points  in  mind, 


1/ 

"Specific"   in  the  sense  that  they  do  not  submit  that  particu- 
lar element.      "Generalized  in  the  sense  that  at  some  point,  they 
look  at  the  total  instrument  and  judge  that  it  is  too  large  to 
attempt  any  response. 


-  35  - 


For  states  which  depend  on  significant  administrative  con- 
tributions from  the  counties,   an  additional  effort  would  be 
required.     This  effort  would  involve  a  site  visit  to  each  county 
agency  to  interview  a  key  staff  person  to  determine  number  of 
personnel,   salaries,  overhead  costs,  etc.,   for  the  functions 
administered  at  the  county  level.     This  effort  would  probably 
involve  a  professional  person  spending  a  day  in  each  county  agency. 
A  disadvantage  of  this  approach  lies  in  the  expanded  workload 
burden  on  HCFA  with  the  extent  of  this  burden  remaining  somewhat 
unknown  until  well  into  the  data  collection  phase. 
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we  suggest  that  some  reduction  in  the  number  of  sub-functional 
area  disaggregations  be  considered.     There  are  three  major 
functional  areas  in  which  the  state  is  asked  to  provide  two  lower 
levels  of  disaggregation  of  the  cost  data.     These  functional  areas 
are:     3.     Beneficiary  Services,   5.     EPSDT,   and  7.     Claims  Proces- 
sing . 

For  Beneficiary  Services,   the  second  order  disaggregation  is 
only  within  one  subf unctional  area   (i.e.,  Row  A  -  Eligibility 
Determination) .     The  Cost  Matrix  asks  the  state  to  breakout  its 
costs  by  eligibility  category  —   (1)  Aged/blind/disabled; 
(2)     Other  categorically  needy;   and   (3)  Medically  needy.  These 
are  functions  which  should  relate  to  clearly  identifiable  activi- 
ties in  all  the  states  and  which  also  have  analytical  value  to 
HCFA.     Therefore,   they  should  be  retained  even  though  states  had 
difficulty  submitting  these  data. 

However,   the  second  order  disaggregations  for  functional  areas 
5  and  7  should  probably  be  greatly  reduced  or  eliminated.     The  row 
titles  for  these  two  functional  areas  appear  below: 


5.  EPSDT 

A.  Informing  and  Notification 

Automated 
Manual 

B.  Outreach 


(1) 
(2) 


D 


Case  Management/Follow-Up 

(1)  Automated 

(2)  Manual 

General  EPSDT  Admin. 


Claims  Processing 

A.     Developmental  Costs 

1.  In-House: 

a)  hardware   (devel.  share) 

b)  software  development 

c)  site  prep,  and  other... 

d)  info,   systems  planning 

2.  Contracted: 

a)  hardware   (devel.  share) 

b)  software  development 

c)  site  prep,  and  other... 

d)  info .  systems  planning 


B.     Operating  Costs 

1.  In-House: 

a)  -hardware  (operating) 

b)  maintenance  software 

c)  data  entry 

d)  computer  operations 

e)  manual  claims  processing 

2.  Contracted: 

a)  hardware 

b)  maintenance  software 

c)  data  entry 

d)  computer  operations 

e)  manual  claims  processing 
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Judging  by  the  response  rate  to  these  two  areas,   states  had  a  very- 
difficult  time  reporting  these  data.     Only  five  of  the  twenty-three 
respondents  with  usable  data  reported  any  second  order  disaggregated 
data  in  functional  area  five   (EPSDT)    and  only  eleven  states  reported 
any  second  order  disaggregated  data  in  functional  area  seven  (Claims 
Processing) .     Second,  those  states  which  did  respond  with  data  at 
this  level  generally  reported  less  than  one-fourth  of  the  data  ele- 
ments requested. 

We  recognize  that  data  on  the  activities  reflected  by  these 
sub-functional  areas  are  important  for  HCFA  program  management  func- 
tions, but  we  are  pessimistic  about  the  potential  accuracy  and 
response  thoroughness  of  these  data  when  collected  by  mail.     It  is 
possible  that,  when  specific  policy  questions  surface  which  require 
these  data,   their  collection  may  necessitate  a  more  intensive  effort 
such  as  the  site  assistance  recommended  in  the  following  pages. 
Therefore,   the  wisdom  of  retaining  these  second  order  disaggrega- 
tions would  appear  to  be  highly  dependent  upon  the  collection  mode 
used  in  the  next  round. 

A  second  area  of  reduction  in  data  elements  requested  con- 
cerns the  categorization  of  functional  area  costs  by  type.  The 
existing  instrument  costs  are  to  be  categorized  into  one  of  six 
types:     Salary,   Fringe,   Other  Direct-Facility-Related,  Other  Di- 
rect-Non-Facility-Related,  Indirect-Facility-Related  and  Indirect- 
Non-Facility-Related.     The  categorization  between  "facility"  and 
"non-facility"  for  both  direct  and  indirect  costs  is  one  of  record 
keeping  rather  than  the  inherent  nature  of  the  items  consumed. 

The  implication  of  the  preceding  discussion  is  a  significant 
decrease  in  raw  data  elements  requested  with,   in  our  opinion,  only 
a  minor  loss  of  value  in  the  total  information  reported.     The  re- 
duction from  82  to  60  rows  and  from  seven  to  five  columns—^  de- 
creases the  number  of  raw  data  cells  from  574  to  300.     This  is  a 
significant  reduction  in  respondent  burden  with  only  a  minor 


—Note  that  we  are  referring  here  to  columns  of  orginal  data 
rather  than  those  columns  which  are  the  result  of  additions 
of  original  data. 
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loss  of  usable  information  to  HCFA.     In  addition,   this  loss  of 
information  should  be  viewed  within  the  context  that  we  experi- 
enced poor  reporting  of  these  data   (in  terms  of  both  accuracy 
and  response  rates)   in  the  first  place. 

Initiate  the  Use  of  a  Raw  Data  Source  Document 

Regardless  of  the  mode  for  collecting  the  next  round  of  Cost 
Matrix  and  Other  Workload  data,   a  system  of  compiling  the  essen- 
tial raw  data  prior  to  entry  on  the  Cost  Matrix  should  be  initi- 
ated.    Since  the  most  critical  raw  data  required  in  the  Cost  Ma- 
trix is  personnel  full-time  equivalents,  and  concommitant  personnel 
costs,   the  raw  data  source  document  should  be  designed  to  collect 
the  distribution  of  each  employee's  time  in  each  of  the  functional 
and  sub-functional  areas. 

The  following  chart  is  an  example  of  a  source  document  which 
would  be  collected  from  each  of  the  state's  Medicaid  administra- 
tive sections.     This  sheet  would  be  circulated  through  each  sec- 
tion at  the  end  of  a  reporting  period  or  prior  to  the  beginning 
of  a  new  reporting  period  of  pre-specif ied  length.     Our  recommen- 
dation on  whether  the  data  are  best  collected  prospectively  or  retro- 
spectively is  that,   if  a  reporting  period  of  a  month  or  less  is 
covered,   the  data  are    best  collected  retrospectively.     We  recommend 
the  retrospective  approach  because  the  data  will  be  accurate  in 
terms  of  employee  time  actually  spent  in  particular  functional 
areas.     A  prospective  data  collection  would  be  accurate  in  terms 
of  planned  expenditures,  but  there  is  the  large  probability  that 
demands  placed  on  the  staff  during  the  period  will  divert  staff 
time  away  from  the  projected  commitment.     This  would  probably 
exceed  the  "failure  to  recall"  error  of  the  retrospective  method. 

The  employees  would  complete  only  one  of  these  forms  per  re- 
porting period  even  though  they  may  work  in  two  or  more  different 
sections  where  the  form  is  circulated.     The  section  where  they 
have  spent  the  preponderance  of  time  determines  in  which  section 
they  complete  the  form.     The  choice  of  reporting  period  length 
may  not  necessarily  correspond  to  that  required  by  HCFA  for  the 
Cost  Matrix,  but  it  may  be  of  shorter  duration. 
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The  heading  of  the  form  asks  for  information  on  the  dates 
covered  by  the  form,   section  name    (which  may  not  correspond  to 
a  functional  area  name  on  our  Cost  Matrix) ,   total  work  hours  and 
total  holiday  hours  for  the  period  covered.     This  information 
would  be  entered  on  the  form  before  it  is  circulated  for  ease  of 
response  by  each  employee.     One  form   (a  single  sheet)   could  be 
used  for  5-10  employees. 

The  body  of  the  form  asks  employees  to  distribute  the  total 
work  hours  between  work  in  one  of  five  functional  areas,  work 
in  "non-Medicaid"  functional  areas,  holiday,  vacation  and  sick 
leave.     There  are  places  to  record  an  employee  identification 
number  and  initials.     The  value  of  this  identification  lies  in 
preventing  more  than  one  submission  per  employee,  and  in  being 
able  to  merge  the  FTE  data  with  information  on  salaries,  wages 
and  fringe  benefits  from  the  personnel  department.     The  form  would 
be  designed  with  fixed  fields  for  ease  of  keypunching  and  sub- 
mission to  a  data  processing  facility. 

The  functional  area  fields  could  be  five  columns  wide  to 
allow  for  distribution  to  the  lowest  level   (e.g.   07A1C,  Claims 
Processing,  Developmental  Costs,   In-House,   Site  Preparation  and 
Other) .     A  copy  of  the  Cost  Matrix  would  be  available  for  employee 
reference  to  ensure  that  they  enter  the  correct  functional  and 
sub-functional  area  codes.     Extra  rows  could  be  used  by  an  employee 
for  time  spent  that  was  not  at  the  same  pay  rate  as  regular  work 
time.     This  time  would  be  signified  by  the  use  of  another  row  and 
an  annotation  in  the  explanation  field.     There  is  a  block  at 
the  bottom  for  review  by  the  supervisor  of  the  section  in  which 
that  form  is  circulated. 

These  forms  would  be  collected  and  forwarded  to  the  person 
responsible  for  submitting  the  Cost  Matrix  to  HCFA,   and  that 
person  would  have  the  data  on  hours  worked  transformed  into 
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personnel  cost  by  functional  area.     These  data   (FTE's  personnel 
cost  and  fringe  benefits  cost)  would  then  be  ready  for  recording 
on  the  Cost  Matrix. 
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Provide  Technical  Assistance  for  Data  Collection 


The  recommendations  in  this  section  suggest  ways  to  increase 
the  understanding  of  the  respondents  regarding  the  data  requested 
and  to  ensure  a  better  response  rate.     Better  understanding  of  the 
information  required  on  the  part  of  the  responding  states  is  a 
prerequisite  to  more  accurate  data,   and  a  larger  response  rate 
is  imperative  if  an  accurate  picture  of  the  national  Medicaid 
administrative  scene  is  to  be  achieved.     As  one  vehicle  for 
achieving  a  greater  response  rate,  we  recommend  some  form  of  on- 
site  technical  assistance  or  data  collection.     The  following  dis- 
cussion presents  several  recommendations  to  improve  the  accuracy 
and  response  rate  of  the  next  data  collection  round.     This  dis- 
cussion is  not  intended  to  be  an  exhaustive  presentation  of  all 
the  alternatives,  and,   indeed,   there  are  numerous  combinations  of 
the  various  parts  within  each  recommendation  . i/    However,  it 
should  provide  a  solid  basis  for  discussions  on  improving  the  current 
strategy. 

Mail  Survey  with  Site  Visits  for  Data  Validation 

This  strategy  combines  the  currently  used  mail  survey  method 
with  site  visits  to  some  or  all  states  to  verify  certain  critical 
data.     One  way  to  achieve  a  better  understanding  of  the  accuracy 
involved  in  the  data  submitted  in  the  next  round  is  to  perform  a 
limited  on-site  data  validation  study.     This  study  would  allow 
recording  both  qualitative  impressions  or  the  interviewer  regard- 
ing the  adequacy  of  the  source  documents  used  to  develop  the  data 
entries  and  actual  independent  derivation  of  selected  data  elements. 
Error  rate  statistics   (e.g.  mean  absolute  error  rates)   could  then 
be  developed  on  these  data  elements  as  an  indication  of  reporting 
accuracy  for  the  entire  state's  data  submission. 


1/This  set  of  recommendations  also  represents  a  considerable 
range  In  cost/effort  for  HCFA. 
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Unfortunately,  as  in  this  study,  the  tendency  for  states  not 
to  participate  is  not  offset  by  a  strong  effort  to  relieve  the 
states  of  the  additional  reporting  burden.     Therefore  this  effort 
alone  can  not  be  expected  to  dramatically  increase  the  response  rate. 

Mail  Survey  to  Responding  States  with  Site  Visits  to  Non-Respondents 

This  approach  combines  the  current  method  of  collecting  mail 
survey  data  with  on-site  data  collection  for  states  which  find  re- 
sponding themselves  too  burdensome  on  in-house  staff.     Two  of  the 
states  most  likely  to  require  on-site  assistance  are  New  York  and 
California  because  they  both  have  some  county-based  Medicaid  admini- 
strative functions.     For  those  states  with  county-based  Medicaid 
administrative  functions,  data  collection  efforts  may  also  be  neces- 
sary at  the  county  level.     This  combination  of  data  collection 
modes  would  implicitly  allow  states  to  choose  whether  to  submit  the 
data  themselves  or  simply  to  provide  the  HCFA  team  with  access  to 
the  appropriate  source  documents. 

The  composition  of  the  HCFA  site  visit  team  would  vary  de- 
pending upon  the  structure  of  the  state  Medicaid  administration. 
For  states  with  a  centralized  Medicaid  administration,  we  estimate 
(from  the  basis  of  our  experience  on  the  1978  six-state  study)  that 
a  team  of  two  professionals  would  require  approximately  lh  to  2 
weeks  per  state.— •      This  team  would  be  composed  of  an  experienced 
analyst  with  knowledge  of  Medicaid  accounting  systems  and  an  ex- 
perienced research  assistant  who  is  able  to  examine  and  abstract 
data  from  source  documents.     Before  the  visit,   this  team  would 
undertake  a  brief  study  of  that  particular  state's  Medicaid  organi- 
zation and  the  potential  problems  with  translating  cost  and  work- 
load data  from  their  organizational  structure  onto  the  HCFA 
instruments.     In  addition,   coordination  with  each  state 
prior  to  the  visit  would  ensure  that  source  documents  and  the  staff 
who  maintain  them  are  available  for  assistance  during  the  site 
visit. 


—    New  York  and  California  may  require  more  time  on  site. 
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For  states  which  depend  on  significant  administrative  con- 
tributions from  the  counties,  an  additional  effort  would  be 
required.     This  effort  would  involve  a  site  visit  to  each  county 
agency  to  interview  a  key  staff  person  to  determine  number  of 
personnel,   salaries,  overhead  costs,  etc.,   for  the  functions 
administered  at  the  county  level.     This  effort  would  probably 
involve  a  professional  person  spending  a  day  in  each  county  agency. 
A  disadvantage  of  this  approach  lies  in  the  expanded  workload 
burden  on  HCFA  with  the  extent  of  this  burden  remaining  somewhat 
unknown  until  well  into  the  data  collection  phase. 
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Merge  Data  from  Current  Study  with  Site  Visit  Data  to  Non-Respondents 

One  possibility  for  "rounding-out"  the  current  data  set  is 
to  augment  it  with  site  visit  data  from  the  non-respondent  states. 
This  approach  could, be  used  if  HCFA  does  not  permanently 
emplace  the  reporting  system  on  a  regular  reporting  basis.     In  this 
case  the  current  data  set  could  be  merged  with  data  collected  from 
team  site  visits  to  yield  a  complete  cross-sectional  data  set  which 
would  be  suitable  for  further  analysis  of  administrative  costs,  work- 
load and  projections  of  national  aggregates  in  the  future.     The  site 
visit  teams  could  be  organized  similar  to  those  discussed  in  the 
preceding  section.     One  obvious  advantage  to  this  approach  is  that 
it  provides  a  one-time  picture  of  Medicaid  administration  while 
minimizing  respondent  burden  by  ignoring  the  previous  respondents 
and  assisting  the  non-respondents. 

There  are  some  obvious  disadvantages  to  this  approach  of 
which  two  somewhat  technical  problems  relate  to  difficulties  in 
making  data  from  two  time  periods  and  collected  via  two  different 
modes   (mail  and  site  visits)   comparable.     The  time  adjustment 
problem  reflects  the  fact  that  cost  data  collected  for  two  different 
points  in  time  are  not  comparable  because  of  the  inflation  process 
which  has  occurred  in  the  interim..     One  partial  solution  to  this  is 
to  adjust  the  two  different  data  series  to  be  comparable  through 
the  use  of  an  appropriate  inflation  index.     In  the  case  of  the 
current  data,  a  general  GNP  deflator,  consumer  price  index   (CPI) , 
or  an  appropriately  developed  composite  index  could  be  used  to 
make  the  two  data  series  compatible.     This  latter  composite  index 
would  be  developed  by  combining  labor  and  other  cost  expenditures 
in  the  same  proportions  as  the  states  have  indicated  in  their  break- 
out of  personnel  costs  versus  other  cost  categories.     The  difficulty 
with  this  solution  is  that  increases  in  Medicaid  administrative 
costs  cannot  be  assumed  to  coincide  precisely  with  any  general  price 
index. 

The  second  difficulty  involves  comparability  between  data 
collected  by  site  visits  and  mail  survey.     This  problem  can  not  be 
totally  overcome  because  the  fact  that  there  is  more  variation 
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in  interpretation  when  data  is  submitted  by  the  individual  state 
staffs  compared  to  a  single  team  from  HCFA.     However,  we  feel  that 
this  "non-comparability"  between  the  two  data  sets  can  be  minimized 
by  a  more  precise  version  of  the  training  manual  which  is  discussed 
in  the  next  few  pages. 

Provide  Training  Assistance  to  the  States 

Another  form  of  technical  assistance  which  would  improve  the 
next  data  collection  cycle  involves  the  provision  of  training  by  a 
HCFA  team  visit  to  the  Medicaid  agencies.     This  training  would  be 
oriented  toward  those  staff  actually  responsible  for  compiling  the 
raw  data  source  documents  and  translating  this  information  into  the 
data  required  by  the  HCFA  instruments.     Training  materials  would 
be  developed  prior  to  the  site  visit  phase  to  allow  the  team  to 
elicit  participation  by  the  staff  in  a  workshop  atmosphere.  The 
basis  for  developing  the  training  materials  could  be  the  current 
"Manual"  for  completing  the  instruments  expanded  in  the  following 
areas : 

•  Clarification  of  the  definition/ 
composition  of  functional  areas  to 
address  specific  problem  areas 
revealed  in  the  present  study. 

•  Information  regarding  translating 
that  specific  state's  organizational 
structure  to  the  HCFA  instrument. 

•  Suggestions  for  techniques  to  esti- 
mate data  which  is  not  readily 
available. 

•  The  use  of  data  source  documents 
for  completing  the  Cost  Matrix. 

Because  of  the  first  two  topics  above,   the  manual  should  be 
a  flexible  document   (perhaps  in  loose-leaf)   tailored  somewhat  to 
the  individual  states. 
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The  composition  of  the  training  teams  could  probably  be 
confined  to  two  persons — an  experienced  analyst  capable  of 
answering  the  more  technical  questions  and  a  research  assistant 
who  could  aid  in  the  presentation.     We  estimate  that  each  session 
would  involve  three  consecutive  days  of  which  the  first  day  would 
be  an  informal  familiarization  process  where  the  team  meets  with 
supervisory  staff  to  establish  rapport. 

The  training  should  be  presented  before  the  onset  of  the 
reporting  period  to  ensure  that  the  necessary  source  documents 
are  put  in  place,  that  states  are  comfortable  with  the  allocation 
process,  and  that  all  concerned  understand  how  the  various  docu- 
ments are  to  be  completed.     In  addition,  for  states  with  county- 
based  systems,  the  influence  of  several  well-trained  staff  at  the 
state  level  may  offset  the  span  of  control  problem  with  respect 
to  the  counties. 

Provide  Optional  Processing  of  Data  to  the  States 

The  actual  mechanics  of  translating  the  employee  hours  by 
functional  area  from  the  new  source  document  into  the  cost  matrix 
is  a  tedious  and  time  consuming  task.     In  our  opinion,   this  task 
could  be  optimally  performed  using  a  computer.     The  use  of  the 
computer  would  considerably  reduce  the  burden  on  the  individual 
states  and  thereby  enhance  the  response  rate.     In  the  two  studies 
on  Medicaid  administrative  costs  which  NIAS  has  performed,   it  is 
apparent  that  the  preponderance  of  effort  required  to  prepare  the 
analysis  of  a  state's  administrative  cost  data  involves  the  trans- 
lation of  employee  hours  by  functional  area  data  into  that  cost 
matrix.     Several  states  which  did  not  respond  with  a  completed 
cost  matrix  were  able  to  provide  extensive  information  on  personnel 
and  costs  incurred  which  related  to  their  particular  organizational 
structure.     While  we  have  argued  previously  that  it  is  impossible 
to  design  a  cost  matrix  which  accommodates  all  of  the  state 
organizations,  one  way  to  reduce  the  overall  burden  is  to  provide 
the  technical  support  to  decrease  their  burden  by  helping  them 
with  the  translation  of  source  document  data  into  the  cost  matrix. 
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As  suggested  earlier,   state  employees  involved  in  the  admini- 
stration of  the  Medicaid  Program  would  periodically   (e.g.  weekly, 
bi-weekly,  monthly,  etc.)   report  time  spent  in  each  of  the 
functional  areas.     The  new  source  document  "Employee  Hours  By 
Functional  Area"    (set  forth  on  page  39  of  this  report)   could  be 
used  for  this  purpose.     The  number  of  hours  spent  in  each  Medicaid 
functional  area,  as  well  as  any  time  spent  on  non-Medicaid  projects 
and  any  time  off,  would  be  coded  on  this  document  for  each  employee 
in  each  section  of  the  administrative  organization.     The  completed 
source  documents  would  be  forwarded  to  a  central  coordinator,  who 
would  monitor  receipt  and  store  them  until  the  end  of  the  quarter. 

When  the  completed  source  documents  have  been  received,  the 
central  coordinator  would  summarize  the  quarterly  data  for  each 
employee,  using  the  "Employee  Hours  By  Functional  Area"  document 
which  follows.     The  employee's  name,   identification  number,  and 
section  would  be  entered  at  the  top  of  this  form.     The  number (s)  of 
each  of  the  functional  area(s)   in  which  the  employee  worked  would 
be  entered  in  the  column  headings.     For  each  source  document  from 
the  section  during  the  quarter,  the  date  of  the  source  document  and 
the  hours  worked  by  functional  area,  time  off,  non-Medicaid  hours 
and  total  hours  would  be  transcribed  from  the  source  document  to 
the  summary  document.     After  all  data  during  the  quarter  for  this 
employee  has  been  transcribed  to  the  summary  document,   the  hours 
in  each  column  would  be  added  and  the  total  entered  on  the  bottom 
line  of  the  particular  column.     After  all  column  totals  have  been 
calculated,  the  totals  for  each  functional  area,  time-off,  and  non- 
Medicaid  columns  should  be  added  and  compared  to  the  entries  in  the 
"TOTAL  HOURS"  column  to  be  sure  that  an  error  has  not  been  made. 

With  the  summary  document  completed,   the  totals  for  the 
employee  should  be  transcribed  to  the  data  input  form   (see  page 
52).     The  section  number,  employee  identification  number,  employee 
name  and  the  total  hours  would  be  entered  on  the  left  side  of  the 
form.     The  employee's  salary  for  the  quarter  would  be  obtained  from 
the  payroll  department   (or  other  source)   and  entered  on  the  data 
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EMPLOYEE  HOURS  BY  FUNCTIONAL  AREA 


EMPLOYEE  NAME 


EMPLOYEE  NUMBER 


PERIOD 

MEDICAID  HOURS 

NON- 
MEDICAL 
HOURS 

PAID 
TIME 
OFF 
HOURS 

TOTAL 
HOURS 

FUNC. 
AREA 

FUNC. 
AREA 

FUNC. 
AREA 

FUNC. 

AREA_ 

FUNC. 
AREA 

- 

- 

!        |  : 

TOTAL 

1                |  i 

i 

1                ;      .  .....  i 
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SECTION  NAME 


SECTION  NUMBER 


input  form.     For  each  functional  area  in  which  the  employee 
worked,  the  functional  area  number  and  total  hours  worked  in  that 
function  would  be  entered  on  the  right  side  of  the  form.  An 
unlimited  number  of  functional  area  entries  can  be  made  by  using 
separate  rows  for  each. 

After  the  data  input  forms  have  been  completed,  they  will 
be  forwarded  for  data  processing.     This  data  processing  could  be 
performed  at  a  central  facility   (e.g.  at  HCFA  in  Baltimore)  or 
on-site  in  the  state   (using  an  on-line  computer  terminal) . 

After  the  data  has  been  entered,   it  would  be  processed 
through  an  edit  routine.     Among  the  conditions  which  should  be 
tested  are: 

-Valid  employee  identification  number  format; 
-Valid  section  number  format; 

-Reasonable  salary  amount    (i.e.  not  greater  than 
a  specified  limit) ; 

-Presence  of  at  least  one  functional  area  entry; 

-Valid  function  number; 

-Presence  of  total  hours  entry;  and 

-Comparison  of  sum    of  functional  area  hours  to 
total  hours. 

Any  errors  discovered  by  the  edit  routine  should  be  researched 
and  corrected.     After  elimination  of  all  errors,  a  proof-list 
of  the  data  for  each  employee  in  a  given  section  would  be  produced 
(see  example  on  page  54  ) .     At  the  end  of  the  proof  list,  the 
total  salaries  for  each  functional  area  would  be  listed  for  that 
section,   together  with  the  number  of  Full-Time  Equivalent  (FTE) 
employees  for  each  area.     For  each  employee,  the  FTE  equivalent  for 
a  functional  area  is : 

Functional  Area  Hours 


Functional  Area  FTE  = 


Standard  Hours  For  the  Quarter 
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DATA  INPUT  FORM 


SECTION 
NUMBER 

EMPLOYEE 
ID  NO. 

EMPLOYEE  NAME 

OAT  ATI 

SALARY 

TOTAL 
HD.URS 
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FUNC. 
AREA 

HOURS 

DATA  INPUT  FORM 


SECTION 
NUMBER 

EMPLOYEE 
ID  NO. 

rj.ix  j_iU  i  CjEj  iN/\ivin 

CAT  AD  V 

TOTAL 
HOURS 

01 

1234.1 

SMITH  J 

5500 

500 

01 

2234.1 

DOE  J 

10000 

500 

01 

3123.1 

BROWN  J 

7000 

500 

01 

3222.1 

JONES  W 

2500 

400 

FUNC. 
AREA 

HOURS 

1.03 

300 

1.04 

50 

y .  yy 

"7  C 

/  J 

9.99 

75 

1.03 

450 

9.99 

50 

1.03 

500 

2.01 

200 

2.02 

200 
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The  proof  list  for  each  section  would  be  forwarded  to  the 
state  for  approval  of  the  reasonableness  of  the  distribution. 
If  the  state  found  that  any  of  the  output  appeared  unreasonable, 
they  would  be  permitted  to  change  any  input  data  that  was  in 
error.     After  the  proof  lists  for  all  sections  are  approved,  the 
cost  matrix  for  personnel  costs  would  be  produced. 

This  process  of  translating  from  the  source  document  to  the 
cost  matrix  is,  realistically,  an  iterative  one  in  the  sense  that 
initial  results  will  be  fed  back  to  the  states  for  clarification. 
The  objective  of  this  process  would  not  be  to  allow  states  to 
change  their  submissions  merely  to  enhance  their  image,  but  rather 
to  reduce  assignment  errors.     Using  this  approach  will  allow 
HCFA  to  perform  their  data  editing  simultaneously  with  their  data 
collection.     The  use  of  this  process  will  eliminate  the  need  for 
an  extensive  call  back  effort  to  verify  data  after  the  cost  matrix 
has  been  produced. 

The  preparation  of  the  DATA  INPUT  FORM  could  be  mechanized  by 
using  the  source  document  for  imput  purposes.     The  costs  of 
entering  data  each  time  a  set  of  source  documents  is  prepared  must 
be  compared  to  the  benefits  obtained  by  eliminating  the  manual 
preparation  of  the  summary  document  by  the  state. 

In  addition  to  allocating  personnel  costs,  other  costs  could 
also  be  entered  into  the  data  base,   using  similar  techniques.  Costs 
could  be  allocated  to  specific  cells  of  the  cost  matrix.     In  addition, 
algorithms  could  be  developed  to  allocate  certain  costs   (e.g.  rent) 
using  the  number  of  FTEs  or  total  salaries  of  a  section,  or  of  the 
organization  in  total,  as  described.     Using  this  concept,  the  amount 
of  effort  required  for  the  state  to  produce  the  cost  matrix  would 
be  significantly  reduced. 


-  53  - 


MEDICAID  ADMINISTRATIVE  COSTS  ANALYSIS 


PROOF  LIST  OF  PERSONNEL  DATA 


STATE : 


SECTION: 


EMP 


FUNCTION 


^AT  ARY 

NO 

11  \J  UIVJ 

1234.1 

SMITH  J. 

$  5,500 

1.03 

General  Admin. 

300 

1.04 

EDP  Development 

50 

9.98 

Paid  Time  Off 

75 

9.98 

Non-Medicaid 

75 

TOTAL 

500** 

2234.1 

DOE  J. 

$10,000 

1.03 

General  Admin. 

450 

9.99 

Non-Medicaid 

50 

TOTAL 

500** 

3123.1 

BROWN  J. 

$  7,000 

1.03 

General  Admin. 

500 

TOTAL 

500** 

3222.1 

JONES  W. 

$  2,500 

2.01 

Recipient  Enroll- 

ment 

200 

2.00 

Recipient  Q.C. 

200 

TOTAL 

400 

SUMMARY 


NUMBER 


1.03 
1.04 
2.01 
2.02 
9.98 
9.99 


NAME 


General  Admin. 
EDP  Develop 
Recipient  Enrollment 
Recipient  QC 
Paid  time  off 
Non-Medicaid 


TOTAL 
FTE 

2.50 
.10 
.40 
.40 
.15 
.25 


TOTAL 
SALARY 

$19,300 
550 
1,250 
1,250 
825 
1,825 


TOTAL 


3.80 


$25,000 
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SUMMARY 

The  preceding  discussion  suggested  several  modes  of 
technical  assistance  to  the  states  which  are  designed  to  enhance 
their  understanding  of  the  reporting  requirements,   and  reduce  the 
reporting  burden  of  their  respective  staffs.     Each  of  the 
recommendations  has  inherent  strengths  and  weaknesses,   and  the 
optimal  strategy  may  involve  an  imaginative  combination  of  these 
approaches . 


-  55  - 


CHAPTER  IV 


ANALYSIS  OF  MEDICAID  ADMINISTRATIVE  COST 
AND  STAFFING  DATA 

A.  INTRODUCTION 

The  purpose  of  this  chapter  is  to  present  an  analysis  of  the 
cost  and  staffing,,  and  workload  data  collected  on  the  "Medicaid 
Administrative  Cost  Matrix",   the   "Claims  Processing  Recap  Schedule" 
and  the  "Surveillance  and  Utilization  Review  Workload"  forms. 
We  have  attempted  to  include  a  mix  of  both  descriptive  and  causal 
analyses.     This  analysis  applies  to  the  twenty-five  states  where 
enough  data  were  obtained  to  justify  their  inclusion  in  our  data 
base.     Four  states  were  deleted  prior  to  any  preliminary  analyses 
because  their  data  submission  was  not  complete  enough  to  warrant 
consideration.      In  addition,   two  states    (Ohio  and  Illinois)  reported 
some  data  which  appeared  credible,  but  they  were  unable  to  disaggre- 
gate a  large  amount  of   "Other  Administrative  Costs"    ( Subf unctional 
area  IF).     Therefore,   these  two  states  are  omitted  from  analysis 
of  several  functional  areas.     Descriptive  information  is  presented 
on  both  an  individual  state  level  and  in  the  aggregate     for  the 
twenty-five  states.     The  actual  data  collection  instruments  appear 
in  Appendix  A.     As  the  reader  can  see  by  examining  these  data 
collection  instruments,   there  are  large  numbers  of  analyses  which 
can  be  performed  on  these  data.     The  analyses  included  here  are  not 
intended  to  be  exhaustive,   in  any  sense.     They  represent  the  author's 
best  judgement  of  analytic  approaches  dictated  by  the  project's 
stated  objectives.     In  addition,  we  have  attempted  to  include 
most  of  the  descriptive  approaches  used  in  NIAS 1  previous  six-state 
analysis  of  Medicaid  Administrative  Costs.     A  reader  with  a  particular 
analytic  interest  not  covered  here  may  wish  to  consult  the  data  and 
perform  other  analyses. 
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The  organization  of  this  chapter  is  such  that  it  progresses, 
within  major  topic  areas,   from  descriptive  analyses  of  the  data  to 
more  elaborate  attempts  to  examine  the  reasons  behind  variations 
in  the  data.     The  major  topic  areas  which  we  analyze  are  listed 


Part 

B . 

Discussion  of  Data  Submitted 

Part 

c. 

Costs :  total 

Part 

D. 

Costs:     by  state 

Part 

E. 

Costs:     by  function  and  subfunction 

Part 

F. 

Costs :     by  type 

Part 

G. 

Manpower/FTE 1 s 

Part 

H. 

Other  Indicators 

Part 

I. 

Special  Analyses:     workload,  output, 
unit  cost  of  claims  processing 

Part 

J. 

Conclusions 

B.      DISCUSSION  OF  DATA  SUBMITTED 

The  responding  states  provided  a  varying  amount  of  the  data 
requested  on  the  survey  forms.     Over  9  35  separate  data  items  were 
requested.     Most  of  the  data  covered  administrative    costs  (i.e. 
cash  basis  expenditures)   and  administrative    staff  quantities  (i.e. 
full-time  equivalent  personnel)    distributed  over  12  major  Medicaid 
functions.      States  were  requested  to  allocate  the  first  calendar 
quarter  expenditures  for  administration  over  the  following  functions 

1.  General  Administration 

2.  Training 

3.  Beneficiary  Services 

4.  Quality  Control 

5.  Early  and  Periodic  Screening,   Diagnosis  and 
Treatment  (EPSDT) 

6.  Provider  Services 

7.  Claims  Processing 

8.  Surveillance  and  Utilization  Review 

9 .  Payment  Recovery 

10.  Fraud  Control 

11.  Institutional  Reimbursement 

12.  Non- Institutional  Reimbursement 
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In  addition,   states  were  asked  to  provide  indications  of  the 
volumes  of  administrative  outputs  for  the  same  period.       In  this 
case  the  outputs  to  be  measured  were:  claims     processed    (by  type 
of  claim,   regardless  of  processor/in-house  or  contractor),  S/UR 
claims  undergoing  prior  authorization,  prepayment,   and/or  post- 
payment  reviews,   and  eligibility  workloads    (i.e.   number  of  deter- 
minations of  eligibility  by  type  of  recipient  condition,   and  the 
number  of  eligibility  redeterminations).     The  data  request  consisted 
of  the  following: 

•  Cost  Data  -  656  data  items 

•  Staff  Data  -  82  data  items 

•  Claims  Processing  -  154  data  items 

•  S/UR  workloads  -   39  data  items 

•  Eligibility  workloads  -  4  data  items. 

The  jurisdictions  used  in  this  initial  analysis  of  the  data  are 
as  follows:     Alabama,  Alaska,  Arkansas,   District  of  Columbia, 
Colorado,   Connecticut,   Florida,   Georgia,   Idaho,    Illinois,  Iowa, 
Maryland,   Louisiana,  Massachusetts,   New  Hampshire,   New  Jersey, 
North  Carolina,   Ohio,   Pennsylvania,   Puerto  Rico,   South  Carolina, 
Tennessee,  Virginia,  West  Virginia     and  Wyoming. 

A  more  detailed  understanding  of  the  reporting  experience  of 
the  twenty-five  states  analyzed  in  this  section  can  be  gained  by 
examining  Table  B-l.    This  table  shows,   for  each  state's  twelve 
functional  areas,  whether  that  state  reported  costs    (C) ,  personnel  by 
full-time  equivalent   (F)   and  whether  they  were  able  to  distribute 
their  costs  by  sub- functional  area   (B) .     In  instances  where  we 
asked  for  costs  to  be  broken  down  into  two  lower  levels  of  dis- 
aggregation  (i.e.   functional  areas  3,5,   and  7),   the  states  which 
submitted  this  data  are  shown  with  a  "double-B"    (BB) .     As  one  notices 
by  examining  the  table,   some  states  reported  virtually  all  data 
requested,  while  others  reported  only  a  fraction  of  the  requested 
data.     Likewise,   looking  down  each  column  one  notices  some  patterns 
in  terms  of  reporting  on  each  functional  area  which  may  be  related 
to  a  common  difficulty  in  obtaining  or  estimating  these  data.  The 
reader  should  keep  in  mind  this  large  variation  in  data  reported 
.by  functional  area  while  reading  the  ensuing    analyses  and  notice 
the  large  variations  in  sample  sizes. 
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C.     MEDICAID  ADMINISTRATIVE  COSTS:  TOTAL 

The    first  area  of  discussion  concerns  the  total  amount  of 
Medicaid  administrative  costs  incurred  by  the  twenty-three  states 
included  in  the  analysis.     Table  C-l  shows  how  our  sample  of 
states  reported  their  costs  over  the  twelve  functional  areas. 

A  total  of  $82 f 782/ 425  was  expended  for  administration  by  the 
reporting  states  during  the  study  period.     Over  half  of  that  total 
was  consumed  by  two  functional  areas.     Claims  processing  accounted 
for   29.0%  of  all  administrative  costs,  over  $24  million.  This 
total  was  surpassed  by  the  nearly  $28  million   (34.3%)  expended 
in  the  Beneficiary  Services  area.     General  Administration  had  a 
reported  cost  of  $6.7  million,   8.2%  of  the  total  administrative 
expenditure.     As  might  be  expected,  Non-Institutional  Reimbursement 
and  Training  were  the  two  functional  areas  which  had  the  smallest 
expenditure  for  the  period    with  $338,6  33  in  costs  reported  for 
Non-Institutional  Reimbursement,   0.4%  of  total  costs,   and  $694,811 
were  reported  for  Training,   0.8%  of  total  costs.     The  only  other 
area  reporting  costs  in  excess  of  5%  of  total  cost  was  Provider 
Services    (10.5%).     The  remaining  areas  were  all  below  5%. 

Graph  C-l    shows  each  of  the  twelve  functional  areas  as  a  per- 
centage of  the  total  administrative  cost.     Displaying  the  percentages 
in  this  way  illustrates  the  relationship,   in  terms  of  costs,  of 
the  different  areas.     Table  C-2    shows  the  average  cost  for  each 
functional  area  computed  for  states  that  reported  costs  in  the 
area.     It  also  displays  the  unweighted  percentage  for  each  area. 
Graph  C-2    shows  these  unweighted  percentages  to  display  the 
relative  size  of  the  expenditure  in  each  functional  area. 

Comparison  With  Six- State  Study 

Comparing  the  results  of  the  national  study  with  the  results 
of  the  six-state  study  is  very  difficult.     Although  each  study  was 
concerned  with  collecting  data  about  Medicaid  administrative  costs, 
there  were  differences  in  definitions,   functional  areas,  etc. 
which  greatly  diminished  the  possibility  of  direct  comparison  of  the  two 
studies.'   As  an  example,  General  Administration  appears  in  both  studies 
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TABLE  C-l 


COSTS  AND  PERCENTAGES  BY  FUNCTIONAL  AREA 


FUNCTIONAL  AREAS 

Cost  ($) 

Weighted  Percentage 

(1)  General 

Administration 

6 ,774 , 829 

8.2 

(2)  Training 

694  , 811 

0  .  8 

(3)  Beneficiary 
Services 

28  ,  354 , 373 

34.3 

(4)   Quality  Control 

2,109,200 

2.5 

(5)  EPSDT 

2,827,455 

3.4 

(6)   Provider  Services 

8,730,742 

10  .  5 

(7)   Claims  Processing 

24,027,399 

29.0 

(8)    Surveillance  and 
Utilization  Review 

4,146,846 

5.0 

(9)   Payment  Recovery 

967  ,  544 

1.2 

(10)   Fraud  Control 

1,504,844 

1.8 

(11)  Institutional 
Reimbursement 

2,305,749 

2.8 

(12)  Non-Institutional 
Reimbursement 

338 ,633 

0.4 

TOTAL 

82,782 , 425 

99.9* 

*totals  do  not  add 
due  to  rounding 
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GRAPH  C-l 


PERCENTAGES  OF  COSTS  BY  FUNCTIONAL  AREA 


Percentage 
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TABLE  C  -  2 


AVERAGE  COST  AND  UNWEIGHTED  PERCENTAGES 
BY  FUNCTIONAL  AREA 


Cost  and 
^^ercentage 

Functional  ^^^^^ 
Areas 

Average 
Cost 

($) 

Unweighted 
Percentage 

(%) 

General  Administration 

294, 558 

9  .  89 

Training 

30 ,209 

0.96 

Beneficiary  Services 

1^232,799 

34.10 

Quality  Control 

91,704 

3.63 

EPSDT 

122 ,933 

5  .10 

Provider  Services 

379  ,597 

10  .37 

Claims  Processing 

1,044,670 

26.58 

Surveillance  and 
Utilization  Review 

180  ,298 

4.63 

Payment  Recovery 

42  ,067 

1.48 

Fraud  Control 

65,428 

1.  89 

Institutional  Reimbursement 

100  ,250 

3.12 

Non-Ins ti tutional 
Reimbursement 

14,723 

1.53 
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GRAPH  C-2 


UNWEIGHTED  PERCENTAGE  OF  COSTS 
BY  FUNCTIONAL  AREA 
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as  the  first  functional  area.     Six  subf unctional  areas  are  included 
under  this  heading  in  the  current  study,  while  the  previous  study- 
had  three  subf unctions  for  this    heading.     The  basic  difference  be- 
tween the  two  was  the  expansion  of  the  second  study  to  allow  greater 
detail.     However,   the  handling  of  the  six-state  study  subfunction, 
Information  Systems  Planning  makes  the  difference  more  complex 
than  mere  expansion.     As  reported  in  Chapter  Two,   this  subfunction 
became  part  of  the  broader  subfunction  Planning  and  Policy.  The 
difficulty  arises  when  it  is  realized  that  the  data  collected 
under  Information  Systems  Planning  of  the  first  study  may  be 
correctly  included  under  Claims  Processing  -  Developmental  in 
this  study. 

Differences  of  this  type  occur  in  all  aspects  of  the  two 
studies.     The  eventual  comparison  of  the  results  of  these  two 
studies  is  inevitable.     That  comparison  is  avoided  here,  however, 
because  most  of  the  discussion  concerning  the  comparison  would  be 
devoted  to  explaining  the  data  manipulations  necessary  to  facilitate 
a  comparison.     It  should  suffice  to  say  that  any  attempt  to  compare 
the  results  of  the  two  studies  should  be  prefaced  with  an  extended 
discussion  of  the   dissimilarity  of  the  results  in  terms  of  defini- 
tions,  functional  areas,  methodology,   reporting  periods  and  over- 
all objectives. 

D.      MEDICAID  ADMINISTRATIVE  COSTS:      BY  STATE 

The  following  table  shows  the  set  of  23  jurisdictions  used 
in  our  subsequent  analyses  and  the  percentages  of  total  Medicaid 
administrative  costs  for  our  sample  which  were  incurred  in  each 
jurisdiction. 
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Jurisdiction 


Cost  ($) 


Percentage 


Alabama. 

$2 . 4 10  million 

2 .  9 

Alaska 

0.437 

.  5 

Arkansas 

1.713 

2 . 1 

Colorado 

3  129 

3.8 

Connecticut 

2.962 

3 .  6 

District  of  Columbia 

1 .  876 

2.  3 

Florida 

7 .  347 

8.  9 

Georgia 

4.  821 

5  . 8 

Idaho 

0 .  874 

1.1 

Iowa 

2.636 

3.2 

Louisiana 

3.  045 

3.7 

Maryland 

4  .  262 

5.2 

Massachusetts 

6.  900 

8  .  3 

New  Hampshire 

0  .837 

1.0 

New  Jersey 

6.  503 

7.9 

North  Carolina 

6.067 

7  .  3 

Pennsylvania 

14 .332 

17.4 

Puerto  Rico 

0.917 

1 . 1 

OOU  Ul    L,o..LCj  ±  X  Ud 

&  4  2  8 

Tennessee 

2.728 

3.3 

Virginia 

3  .037 

3.7 

West  Virginia 

1.  344 

1.6 

Wyoming 

0.184 

0.2 

TOTAL  82.680  100.3* 

*  Totals     do  not  add  due  to  rounding 

The  quarterly  totals  amounted  to  over  82  million  dollars  for 
the  reporting  states.     This  probably  represents  a  third  of  the  total 
quarterly  expenditures  for  the  national/state  administration  of  the 
Medicaid  program.     Of  this  sum,   clearly  one  state  dominates/ 
Pennsylvania's  14.3  million  dollars  represents  over  17%  of  the  total 
reported.     The  19  76  Administration/Training  totals  reported  to 
HCFA  had  the  following  states  in  the  top  ten  for  expenditures: 
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California,  New  York,  Michigan,  Texas,   Illinois,  Massachusetts, 
Ohio,  Pennsylvania,  New  Jersey,  and  Minnesota.* 

Our  six  leading  respondents  rank  as  follows:  Pennsylvania, 
Ohio,  Florida,  Massachusetts,  New  Jersey,  North  Carolina  and 
Georgia.     Based  upon  this  ranking  Pennsylvania  has  overtaken 
Massachusetts  since  the  1976  rankings  and  Florida  has  clearly 
jumped  in  rank.     Having  discussed  the  magnitude  of  each  state's 
administrative  function  and  its  peer  ranking  in  our  sample,  we 
will  now  proceed  to  a  more  detailed  discussion  of  the  data  by 
functional  area. 

E.      COST:      BY  FUNCTION  AND  SUBFUNCTION 

Having  discussed  the  cost  patterns  of  the  twenty-three  reporting 
jurisdictions  as  a  whole,  we  will  now  discuss  the  variations  in 
these  costs  and  their  proportion  of  the  total  costs  for  each  of  the 
jurisdictions.     In  some  instances,   summary  statistics  for  pro- 
portions   include  both  simple  and  weighted  means.     The  value  of  this 
procedure  is  to  allow  the  reader  to  derive  some  idea  of  the  impact 
of  size  on  the  magnitude  of  the  proportion.     For  example,  when  the 
simple  average  is  larger  than  the  weighted  average  value,   then  it 
is  apparent  that  proportion  is  being  dominated  by  the  smaller  sites. 

ANALYSIS   OF  FUNCTIONAL  AREA  COSTS 

The  mean  values  for  Table   E-l  are  based  on  the  sample  size  of 
twenty- three  valid  reporters.     This  means  that  non-reporters  are 
assumed  to  have  a  zero  value  for  that  major  cost  category.  This 
assumption  is  not  critical  for  the  vast  majority  of  cost  categories 
-  especially  when  a  valid  zero  value  is  probably  appropriate  in 
many  instances.     Fraud  Control  and  Non-Institutional  Reimbursement  are 
not  the  only  two  major  functional  areas  where  the  mean  value  may  be 
biased  downward  because  the  non-reported  cells  were  actually  (unknown) 
positive  numbers. 

A  visual  representation  of  the  proportion  of  administrative  costs 
attributed  by  reporting  jurisdictions  to  the  12  functional  areas  ap- 
pears in  Graphs  E-l  through  E-12. 

*"Data  on  the  Medicaid  Program"  p.  83. 
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The  actual  amounts  are  less  interesting  than  a  comparison  of 
the  percentages  of  costs  incurred  in  each  area.     These  percentage 
figures  appear  in  Table  e-2   immediately  following  the  cost  data. 
The  unweighted  mean  of  costs  incurred  in  the  General  Administration, 
Functional  Area   1,   is  9.9%.     However,    this  number  could  be  biased 
upward  because    New  Hampshire  and  South  Carolina     reported  values 
of  35%  and  36%  respectively.     These  high  percentages  may  be  the 
result  of  using  this  functional  area  as  a  "catchall"  for  costs 
which  these  states  could  not  distribute  to  the  other  areas.  The 
weighted  mean  is  8.2%.     General  Administration  accounted  for  costs 
ranging  from  South  Carolina's  high  of  36%  to  0-1.0%  as  reported  by 
the  District  of  Columbia  and  Iowa. 

This  range  represents  the  third  widest  of  the  twelve  functional 
areas  under  consideration.     The  median  value  was  7%,  with  three  of 
the  23  reporting  jurisdictions  identifying  this  value. 

The  range  of  costs  for  this  functional  area  displays  a  high 
of  over  $1.6  million   (South  Carolina)   and  a  low  of  $14,551  (District 
of  Columbia).     The  mean  value  was  $294,558. 

The  second  functional  area   (Training)   has  a  mean  of  $30,209. 
Costs  in  this  area  make  up  a  uniformly  low  percentage  of  the  total 
administrative  cost.     The  weighted  mean  is  0.8%  and  the  range  is 
only  from  0  to  6%.     Only  seventeen  of  the  twenty- three  jurisdictions 
reported  any  costs  in  this  area,   and  our  discussions  with  those 
in  charge  of  preparing  the  data  indicate     that  the  other  six  states 
did  "not,   in  fact,   incur  any  costs  in  this  area.     Eleven  of  these 
values  were  in  the  0.-0.4%  range.     The  highest  percentage   (6%)   was  re- 
ported by  Puerto  Rico.     This  functional  area  evidently  consumes  a  very 

small  portion  of  overall  administrative  costs  and  the  values  are 
consistently  within  a  narrow  range.     The  median  value  is  in  the  0- 
0.3%  range. 

The  third  functional  area   (Beneficiary  Services)   is  the  largest 
area  of  costs  incurred  with  the  states  spending  an  average  of  over 
one  million  dollars.     As  one  would  expect,   there  is  a  large  range 
of  costs  incurred  in  this  area  depending  upon  the  size  of  the 
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Medicaid  program.     For  example,   the  range  of  expenditures  is 
from  $2,338  for  Alaska  to  over  seven  million  dollars  for  Pennsylvania. 
On  average,  states  incur  about  34%  of  their  administrative  costs 
for  Beneficiary  Services.    There    is  a  surprisingly  large  degree 
of  variation  even  in  the  proportions  of  costs  incurred  in  this 
area.     The  percentage  of  costs  ranges  from    1%  to  71%   for  the  twenty- 
three  states  which  provided  valid  data. 

The  fourth  functional  area   (Quality  Control)     has  an  average 
expenditure  level  of  about  $91,000  with  a  range  from  over  $8154  to 
$400,000.     Twenty- two  states  reported  values  ranging  from  15%  to 
0%  for  this  area.     Upon  examining  the  percentages  spent  by  each 
state,  we  note  that  the  percentage  distribution  falls  within  a 
narrow  range.     The  mean  percentage  is  2.5  with  nearly  all  observa- 
tions falling  in  the  zero  to  ten  percent  range.     The  one  exception 
is  Wyoming  which  incurred  15%  of  its  costs  here. 

Functional  Area  5    (EPSDT)   has  an  average  expenditure  level  of 
about  $122,933  reflecting  a  range  of  expenditures  of  twenty-three 
hundred  for  Iowa  to  over  one  million  dollars  for  Pennsylvania.  On 
average,   states  spend  4.6%  of  their  administrative  dollars  under 
EPSDT.     However,   this  unweighted  mean  percentage  includes  two  high 
observations  —  33%  for  Alaska  and  26%  for  Wyoming.     The  weighted 
mean  for  this  area  is  3.4%.     Fifteen  jurisdictions  report  costs 
falling  in  the  0-3%  range. 

Provider  Services,   the  sixth  functional  area,   has  a  mean 
expenditure  level  of  $379,597,  which  accounts  for  a  weighted  mean 
of  10.6%  of  total  administrative  costs.     Costs  of  provider  services 
ranged  from  $3,457  in  Wyoming  to  over  $1.5  million  in  Pennsylvania. 
The  twenty-two  reporting  jurisdictions  fall  into  a  range  of  26%  to 
.9%,  with  a  median  value  of  9%.     Arkansas'    26%  is  substantially 
greater  than '•  Connecticut 1  s  19% ,  which  itself  is  above  the  grouping 
of  most  jurisdictions  which  fall  into  the  14%  to  2%  range. 

The  percentage  of  costs  attributed  to  Functional  Area  7,  Claims 
Processing  displays  the  second  widest  range  of  the  12  functional 
areas,  but  an  even  distribution  of  the  2  3  values  reported.  The 
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highest  value  was  reported  by  Florida  at  57%  while  Puerto  Rico 
reported  only  2%.     The  median  value  of  23%  was  reported  by  Idaho, 
Maryland  and  New   Hampshire.    This  area  accounted  for  a  high 
level  of  state  administrative  expenditures,  with  a  mean  expendi- 
ture of  over  $1  million.     Expenditures  ranged  from  almost  $17,000 
in  Puerto  Rico  to  $4.1  million  in  Florida.     Thus,  Florida's 
expenditures  for  Claims  Processing  are  high  not  only  in  absolute 
terms,  but  in  terms  of  proportion  of  total  administrative  costs 
as  well. 

Twenty- two  jurisdictions  provided  percentage  costs  in  Func- 
tional Area  8,   Surveillance/Utilization  Review   (S/UR) .     The  values 
ranged  from  13%  as  reported  by  North  Carolina  to  0%  reported  by  Iowa. 
The  costs  ranged  from  a  low  of  $4,000  in  Iowa  to  a  high  of  over 
$800,000  in  New  Jersey.     The  mean  cost  was   $180/298*     On  the 
average,   S/UR  accounts  for  approximately  4%  of  total  state  Medicaid 
administrative  expenditures.     Only  two  states,   Colorado  and  New 
Jersey  spent  more  than  10%  of  total  administrative  resources  on 
S/UR,  with  expenditures  of  11%  and  13%,  respectively. 

The  range  of  costs  reported  for  Functional  Area  9,  Payment 
Recovery  was  0%  to  9%.     Twenty  jurisdictions  submitted  valid  figures, 
with  the  District  of  Columbia  reporting  the  highest  figure  of  9%  and 
seven  states  reporting  0%.     The  median  and  mean  values  were  1%. 

This  functional  area  receives  a  very  small  proportion  of  state 
administrative  resources.     The  mean  state  expenditure  for  this 
functional  area  was  $42,067,   ranging  from  Under  $3,400  in  Wyoming 
to  a  high  of  $183,000  in  Pennsylvania. 

Sixteen  jurisdictions  reported  on  the  percentage  of  costs 
attributed  to  Functional  Area  10,  Fraud  Control.  Massachusetts 
had  the  highest  percentage  at  11%,  while  eight  states  reported 
values  in  the  0  to  0.4%  range.     The  median  value  of  1%  was  reported 
by  Florida,   Georgia  and  Virginia.     Three  states,   Colorado,  Idaho 
and  Massachusetts,   spent  5%  or  more  of  total  administrative  resources 
on  Fraud  Control. 
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Key  to  Abbreviations  in  Graphs: 

AL  -  Alabama 

AK  -  Alaska 

AR  -  Arkansas 

CO  -  Colorado 

CT  -  Connecticut 

DC  -  District  of  Columbia 

FL  -  Florida 

GA  -  Georgia 

ID  -  Idaho 

IA  -  Iowa 

LA  -  Louisiana 

MD  -  Maryland 

MA  -  Massachusetts 

NH  -  New  Hampshire 

NJ  -  New  Jersey 

NC  -  North  Carolina 

PA  -  Pennsylvania 

PR  -  Puerto  Rico 

SC  -  South  Carolina 

TN  -  Tennessee 

VA  -  Virginia 

WV  -  West  Virginia 

WY  -  Wyoming 
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*The  District  of  Columbia  reported  0.78%. 
Iowa  reported  0.85%. 
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GRAPH  E  -  2 


FUNCTIONAL  AREA  #2 
(TRAINING) 
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Note:     Alabama,  Alaska,   Connecticut,   Florida,  Iowa, 
Louisiana,  Massachusetts,   New  Hampshire,    South  Carolina, 
Tennessee  and  West  Virginia  reported  0  -  0.3%. 

Arkansas,   District  of  Columbia,    Idaho,   New  Jersey, 
Virginia  and  Wyoming  did  not  report  data  in  this 
category . 
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GRAPH  E  -  4 

FUNCTIONAL  AREA  #4 
(QUALITY  CONTROL) 
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Note:     Virginia  and  Tennessee  reported  .30%. 

-  77  -  ^ 


GRAPH  E  -  5 
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The  District  of  Columbia  and  Idaho  did  not  report  data  in  this 
category. 
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GRAPH  E   -  6 
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GRAPH  E  -  8 


FUNCTIONAL  AREA  #8 
(SURVEILLANCE/UTILIZATION  REVIEW) 
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Note:     Iowa  reported  0.16% 

West  Virginia  did  not  report  data  in  this  category. 
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GRAPH  E  -  9 

FUNCTIONAL  AREA  #9 
(PAYMENT  RECOVERY) 


Percentage 
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*  Alabama,  Connecticut,  and  Tennessee  reported  0.5  -  1%. 

**  Florida,   Iowa,  New  Hampshire,  North  Carolina,   South  Carolina, 
Virginia  and  West  Virginia  reported  0  -  0.4%. 

Note:     Arkansas,  Massachusetts  and  Puerto  Rico  did  not  report 
data  in  this  category. 
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GRAPH  E   -  10 


FUNCTIONAL  AREA  #10 
(FRAUD  CONTROL) 
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*  Alaska,  Arkansas,  New  Hampshire,  North  Carolina,  Pennsylvania, 
South  Carolina,  Tennessee,   and  Wyoming  reported  0  -  0.4%. 

Note:     Alabama,  the  District  of  Columbia,;  Iowa,  Louisiana, 

Puerto  Rico,   and  West ~ Virginia  did  not  report  data  in 
this  category. 
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GRAPH  E  -  11 

FUNCTIONAL  AREA  #11 
(INSTITUTIONAL  REIMBURSEMENT) 
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' *Connecticut,  Tennessee,  and  Wyoming  reported  0.5  -  0.9% 
**  Arkansas    and  Massachusetts  reported  0  -  0.4%. 


The  District  of  Columbia  and  Puerto  Rico  did  not  report 
data  in  this  category. 
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GRAPH  E  -  12 


FUNCTIONAL  AREA  #12 
(NON- INSTITUTIONAL  REIMBURSEMENT ) 
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Note:  Colorado,  Florida,  Iowa  and  Maryland 
reported  0  -  0.4%. 

Fifteen  jurisdictions  did  not  report 
data  in  this  category. 
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This  area  also  accounted  for  a  small  portion  of  state  administrative 
expenditures,  with  a  mean  level  of  $65,428.     There  was  a  wide  range 
in  spending  from  a  low  of  $370  in  New  Hampshire  to  a  high  of  $724,000 
in  Massachusetts. 

Twenty-one  jurisdictions  supplied  values  for  Functional 
Area  11,   Institutional  Reimbursement.     The  values  fall  within  a 
narrow  range,  with  a  high  of  7%  and  a  low  of  0%.     The  median  value 
was  2%.     The  mean  state  expenditure  level  was  $100,250  with  a 
range  from  $1,000   (Wyoming)   to  $450,000   (New  Jersey).     Again,  this 
functional  area  represented  a  small  proportion  of  administrative 
costs,  with  a  mean  of  less  than  3%.     The  percentage  of  expenditures 
for  this  functional  area  were  fairly  close  for  all  states  reporting, 
ranging  from  0   (Arkansas,  Massachusetts)    to  7%   (Alabama,  New  Jersey) 
of  total  administrative  costs. 

Only  eight  of  the  twenty- three  states  included  in  this 
analysis  reported  significant  expenditures  for  the  last  functional 
area,  No n- Institutional  Reimbursement.     The  mean  expenditure  level 
for  these  eight  states  was  $14,723  with  a  range  from  about  $1,000 
in  Wyoming  to  $141,000  in  Tennessee.     Overall,   less  than  1%  of 
state  administrative  expenditures  went  to  this  functional  area,  with 
a  high  of  5%  in  Tennessee.     The  median  value  was  0.5%. 

ANALYSIS  OF  SUBFUNCTIONAL  COSTS 

A  discussion  of  the  subf unctional  costs  reported  in  ten 
functional  areas  is  presented  in  this  section.*    For  each  of  the 
ten,  a  table  presenting  the  reported  subf unctional  costs  and  another 
table  showing  the  reported  cost  as  a  percentage  of  the  functional 
area  are  included.     Reviewing  each  table  should  facilitate  the 
comparison  of  actual  and  relative  costs  for  a  subfunction  among  the 
reporting  states.     Not  all  states  were  able  to  provide  subf unctional 
costs  for  all  the  areas  even  though  they  may  have  provided  cost  data 

*  Since  areas  #2, Training  and  #12,  Non-Ins titutional  Reimbursement 
were  not  divided  into  subf unctions ,   they  have  been  excluded  from 
this  discussion. 
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for  the  functional  area.     Others  were  able  to  provide  only  a 
partial  disaggregation  for  certain  areas.     In  these  cases,  the 
states  are  considered  non-reporting   despite  their  submission  of 
data  which  was  usable  in  other  sections  of  the  analysis. 

General  Administration 

The  first  functional  area,  General  Administration,  was 
divided  into  six  subfunctions  on  the  cost  matrix.     Table  E  -  3 
shows  the  General  Administration  costs  by  subfunction  for  the 
twenty-one  states  included  in  this   analysis,  while  Table  E  -  4 
shows  the  percentage  of  total  General  Administration  represented 
by  each  reported  subf unctional  cost  for  a  state. 

Federal  Statistical  Reporting.     Statistical  reporting  was 
defined  as  the  activities  involved  in  the  preparation  and 
submission  of  the  required  Federal  Statistical  Reports  concerning 
fraud  and  abuse  control,  utilization  and  expenditures,   etc.  Of 
the  six  General  Administration  subfunctions,   statistical  reports 
had  the  lowest  reported  total  for  the  quarter   ($117,896)   and  the 
smallest  mean   ($6,935).     Alaska  reported  the  lowest  quarterly  cost, 
$267  while  Connecticut  reported  costs  of  $24,324,   the  quarter's 
highest  mark.     The  highest  percentage  of  functional  cost  for 
statistical  reporting  was  17.0%  in  Puerto  Rico.     The  low  was  less 
than    one  tenth  of  a  percent  reported  by  South  Carolina.     The  un- 
weighted mean  for  statistical  reporting  as  a  percentage  of 
general  administration  was  4.0%.    The  weighted  mean  was  1.8%. 

Federal  Financial  Reporting.     Financial  reporting  is  similar 
to  the  preceding  subfunction,  but  concerns  activities  associated 
with  the  submission  of  required  financial  reports  including  budget 
projections,  quarterly  expenditures,   and  quarterly  estimates. 
These  expenditures  totaled  $170,611  in  the  seventeen  reporting 
states.     The  mean  for  the  states  was  $10,036  for  the  quarter. 
Arkansas'   $68,438  was  the  highest  cost  reported  and  accounted  for 
34%  of  the  total  quarterly  costs  reported  as  a  percentage.     Of  its  ad- 
ministrative costs,   financial  reporting  in  Arkansas  accounted  for  34% 
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TABLE  E-3 


SUBFUNCTIONAL  COSTS  FOR  #1  GENERAL 
ADMINISTRATION  3Y  STATES 


-  ^vSub  functions 
States 

■  j  iij  rsl 

Statistical 

(5) 

~  e  C  £  t*  3 1 

Financial 
Re  p  o  r  t  i  n  § 

($) 

S  t  a  C6 
Internal 
Re  port  in  £ 

(S) 

and 

($)  7 

LI  L  ullld  Lcti 

Data 
Processing 

($> 

Other 
General 
Admin  is  tra  t ion 

($) 

Total 
General 

Alabama 

14,071 

6,799 

17,465 

11,126 

260,331 

130,215 

440,007 

Alaska 

267 

7,202 



12,128 

207 

24,450 

44,254 

Arkansas 

4,365 

68.438 



4,347 

23,338 

100,564 

201,052 

Co lorado 

5,657 

2,327 

5,096 

65,387 



29,463 

107,930 

Connecticut 

24,324 

6,517 

25,559 

28,090 

18,549 

96,400 

199,439 

Florida 

10.094 

1,509 



34,606 

89  ,300 



136,009 

Geo  r  2  i  a 

4,389 

8,522 

3,522 

81,307 

215,177 

14,432 

332,349 

Idaho 

410 

1,259 

778 

14,000 

9,000 

24 , 300 

49,747 

Iowa 

477 

1,372 

1,372 

12,210 



6,935 

22,366 

Louisiana 

_ 



29,454 



43,959 

159,541 

232,954 

Massachusetts 

3,612 

2,539 

2,083 

53,941 

32,081 

144,083 

238,339 

New  HaT.Dshire 

 1  1 

1,458 

12.772 

1,458 

4,284 

106,836 

162,057 

288,365 

New  Jersev 

16,625 

17,271 

198,600 

49,704 

56,305 

1,048,008 

1,386,513 

North   Carolina  — 

118,608 

18,351 

136,959 

Penns v Ivan  i  a  — 

191,200 

3,836 

171,924 

366,960 

Puerto  Rico 

19,416 

14,597 

7,417 

6,407 

66,321 

114,253 

South  Carolina 

716 

1,576 

1,220,  797 

42,923 

329,169 

14,043 

1,609,224 

Tennessee 

9,141 

13,847 

4,050 

9,554 

18,393 

58,264 

113,249 

Virginia 

1,707 

2,674 

3,066 

21,267 

82,692 

179,768 

291,174 

Kest  Virginia 

35,214 

24,461 

59,675 

W  v  o  m  i  n  e 

1,167 

1,290 

2,376 

2,374 

18,512 

25,719 

Total 

117,396 

170,611 

1,528,093 

798,677 

1,289,673 

2,492,092 

6.397,042 

Mean 

6,935 

10,0  36 

101,373 

39,934 

85  ,978 

124,605 

369,361 
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TABLE  E-4 


SUBFUNCTIONS  AS  A  PERCENTAGE  OF  FUNCTIONAL  COST  FOR 
91  GENERAL  ADMINISTRATION  BY  STATE 


rv  Sab func E ions 

1  X! 

STATES  \. 

Federal 
Scaciscical 
Reporting 

(%) 

Federal 
Financial 
Reporting 

(%) 

State 
Internal 
Reporting 

(%) 

Planning 
and 
Policy 

(%) 

Automated 
Data 
Processing 

(7) 

Other 
General 
Admin. 

{%) 

Alabama 

3.2 

1.5 

4.0 

2.5 

59.2 

29.6 

Alaska 

0.6 

16.3 

— 

27.4 

0.5 

55.2 

Arkansas 

2 . 2 

34.0 



2 . 2 

11.6 

50.0 

Colorado 

5.2 

2.2 

4.7 

60.6 



27.3 

Connecticut 

12.2 

3.3 

12,8 

14.1 

9.3 

48.3 

Florida 

7.4 

1.1 

— 

25.4 

66.0 



Georaia 

1.3 

2.6 

2.6 

24.5 

64.7 

4.3 

Idaho 

0.8 

2.5 

1.6 

28.1 

18.1 

48.8 

Iowa 

2.1 

6.1 

6.1 

54.6 



31.0 

Louisiana 



— 

12.6 



18.9 

68.5 

Massachusetts 

1.5 

1.1 

0.9 

22.6 

13.5 

60.5 

Mew  Hampshire 

0.5 

4.4 

0.5 

1.5 

37.0 

56.1 

Mew  Jersev 

1.2 

1.2 

14.3 

3.6 

4.1 

75.6 

North  Carolina 

86.6 

13.4 

Pennsylvania 

52.1 

1.0 

46.9 

Puerto  Rico 

17.0 

12.9 

6.5 

5.6 



58.0 

South  Carolina 

0.0 

0.1 

75.9 

2.7 

20.5 

0.9 

Tennessee 

8.1 

12.2 

3.6 

8.4 

16.2 

51.4 

Virginia 

0.6 

0.9 

1.1 

7.3 

28.4 

61.7 

West  Virginia 

—                 59.0  — 

41.0 

Wyominq 

4 . 5 

5.0 

9.2 

! 

9.2  — 

72.0 

Unweighted 
Mean 

4.0 

6.3 

10.4 

24.9 

24.6 

45.0 

Weighted 
Mean 

1.3 

2.7 

23.8 

12.5 

20.2 

39.0 
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of  the  total  General  Administration  expenditure.     The  unweighted 
mean  was  6.3%  and  the  weighted  mean  was  2.7%.     Florida  reported 
.the  lowest  cost   ($1,509)   while  South  Carolina's  0.1%  of  total  General 
Administration  was  the  lowest  percentage  reported. 

The  weighted  means  of  1.8%  and  2.7%  of  total  General  Administra- 
tion for  the  two  Federal  reporting  subfunctions  are  clear  indicators 
of  the  relatively     low  costs  this  aspect  of  administering  the  Medicaid 
program  actually  entails.     Part  of  this  may  be  attributed  to  the 
specific  nature  of  these  two  subf unctional  cost  areas  which  lead  to 
clearer,  more  succinct  definitions  but  the  indication  is  that 
current  Federal  reporting  requirements  do  not  place  overwhelming 
burdens  on  the  states. 

State  Internal  Reporting.     This  subfunction  consists  of 
activities  involved  in  the  preparation  and  analysis  of  financial 
and  other  management  reports  for  state  purposes.     Internal  reporting 
accounted  for  a  greater  expenditure   ($1,528,093)   than  the  combined 
total   ($288,506)   of  the  two  previous  Federal  reporting  requirements. 
The  difference,  however,  may  not  be  as  extreme  as  the  numbers 
indicate.     South  Carolina  reported  internal  reporting  costs  of 
$1,220,797  for  the  quarter.     That  represents  over  81%  of  the  total 
cost  for  internal  reporting  submitted.     It  also  represents  75.9% 
of  South  Carolina's  entire  General  Administration  costs  for  the 
quarter.     As  a  result  of  this  expenditure  the  mean  cost  for  the 
fifteen  reporting  states  was  $101,873  and  the  weighted  mean  per- 
centage of  General  Administration  was  23.8%.     The  unweighted  mean 
is  probably  a  closer  approximation  of  the  prevailing  situation. 
The  lowest  reported  cost  was  $778  in  Idaho  while  New  Hampshire's 
cost  of  $1,458  represented  the  smallest  percentage   (0.5%)   of  total 
administrative  costs. 

Planning  and  Policy.     The  fourth  subf unctional  area  under 
General  Administration  consists  of  all  planning  and  policy  activities 
other  than  reimbursement.     Twenty  states  reported  quarterly  costs  of 
$798,677,  a  mean  of  $39,934.     Pennsylvania   ($191,200)   and  North 
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Carolina   ($118,608)   reported  the  highest  costs.     Colorado,  Iowa, 
North  Carolina,  Pennsylvania  and  West  Virginia  reported  costs 
which  represented  over  50%  of  their  General  Administration  costs. 
Conversely,   nine  states  reported  costs  representing  less  than  10% 
of  General  Administration.     As  a  result  the  unweighted  mean  of 
24.9%  was  nearly  double  the  weighted  mean  of  12.5%     This  occurred 
because  Colorado   (60.6%),  North  Carolina   (86.6%),   Iowa  (54.6%) 
and  West  Virginia   (59.0%)   had  high  costs  relative  to  their  own 
General  Administration  expenditures  thus  driving  up  the  unweighted 
mean, but  these  same  costs  were  not  large  enough  relative  to  all  the 
costs  in  this  subfunction  to  push  the  weight  mean  significantly 
higher . 

Automated  Data  Processing.     Costs  for  this  subfunction  are 
a  total  of  all  automated  data  processing  costs  associated  with 
the   preceding    four  subf unctions .     ADP  costs  for  the  quarter  were 
$1,289,673  for  the  fifteen  states  reporting  costs,   a  mean  of 
$85,978.     South  Carolina  reported  the  highest  cost  $329,169,  followed 
by  Alabama   ($260,331),  Georgia   ($215,177)   and  New  Hampshire  ($106,836) 
Alaska  reported  the  lowest  cost   ($207)   and  Pennsylvania  was  second 
lowest  with  $3,836  in  reported  costs.     In  terms  of  percentages 
of  General  Administration,   this  yielded  a  range  of  0.5%  in  Alaska 
to  66.0%  in  Florida.     The  unweighted  and  weighted  means,  however, 
were  very  close  at  24.6%  and  20.2%  respectively. 

Other  General  Administration.     The  final  subfunction  of 
General  Administration  is  a  "catch-all"  category  accounting  for 
the  largest  proportion  of  cost  in  this  function  area.  Costs 
allocated  to  this  subcategory  varied,   depending  upon  the  specificity 
of  a  state's  accounting  system  and  its  compatibility  with  the 
Cost  Matrix  Classifications.     Costs  ranged  from  a  low  of  $6,935  in 
Iowa  to  a  high  of  $1,048,008  in  New  Jersey.     The  total  cost  re- 
ported by  twenty  states  for  Other  was  $2,492,091  a  mean  of  $124,60  5. 
This  yielded  a  weighted  mean  of  39.0%  for  Other  Costs  as  a  per- 
centage of  total  General  Administration.     The  unweighted  mean  was 
higher  at  45.0%. 
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Beneficiary  Services 

Beneficiary  Services,   the  third  functional  area,  was  divided 
into  four  subcategories:     Eligibility  Determination,  Eligibility 
Redetermination,  Automated  Data  Processing   (ADP)   and  Other 
Beneficiary  Services.     Actual  costs  reported  for  these  sub- 
categories are  shown  in  Table  E  -  5    and  these  costs  as  a  percentage 
of  total  Beneficiary  Services  costs  are  shown  in  Table  E  -  6. 
Twenty- two  states  provided  subf unctional  data  for  this  area. 

Eligibility  Determination.     The  greatest  proportion  of  re- 
sources spent  in  Beneficiary  Services    occurred  in  the  first  sub- 
category, Eligibility  Determination.     This  area  involves  all 
activities  associated  with  initial  eligibility  determination, 
excluding  the  cost  of  AFDC  determinations.     It  was  further  broken 
down  by  category  of  eligibility.     The  more  detailed  breakdown 
is  not  included  in  this  section  but  is  reported  in  a  subsequent 
analysis.     North  Carolina  reported  eligibility  determination 
costs  of  over  $2 'million.     Virginia  and  Conneticut  also  reported 
determination  costs  in  excess  of  one  million  dollars.     The  $1.5 
million  reported  by  Virginia  accounted  for  88.1%  of  the  state's 
total  costs  for  beneficiary   services,   the  highest  reported. 
North  Carolina's  costs  accounted  for  87.6%  of  that  state's  total 
beneficiary  services  costs  while  the  $1.09  million  reported  by 
Connecticut  represented  80.0%  of  the  state's  beneficiary  services 
costs.     Wyoming's  cost  of  $8,601  was  by  far  the  lowest  reported. 
New  Hampshire  was  next  with  a  quarterly  cost  of  $55,719.  Georgia's 
$78,333  of  reported  eligibility  determination  costs  made  up  the 
smallest  percentage,   6.6%  of  total  beneficiary  services.  Florida 
at  14.8%  was  next  followed  by  Wyoming  at  24.7%. 

Eligibility  Redetermination.     This  subf unctional  area  involves 
confirmation  of  income  and  resources,   interviews  with  beneficiaries, 
etc.     for  individuals  who  have  previously  undergone  an  initial 
eligibility  determination.     Redetermination  accounts  for  a  smaller 
proportion  of  beneficiary  services  than  the  initial  determination 
reported  in  the  previous  subf unction.     In  terms  of  gross  dollars 
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TABLE  E  -  5 

SUB FUNCTIONAL  COSTS  FOR 
42  BENEFICIARY  SERVICES 
BY  STATE 


Subf  unctions 

States 

Eligibility 
Determination 

Redetermination 

( S ) 

ADP 

(?) 

Other 
Beneficiary 
Services 

($) 

Total 

(5) 

Alabama 

-  - _  ,  OlO 

340 ,792 

Alaska 



2,338 

2,338 

Arkansas 

~)  Q  1     A  T  Q 

<di ,  jay 

130 , 784 

439 , 611 

Colorado 

l  an     1  a  -7 
17U | 4U / 

loc     '  l  o 

21,4  33 

497,4  58 

Connecticut 

1       A  Q  C  Till 

i  jo , yux 

82,139 

54,76  2 

1,369,005 

O1scr2.cz  01 
Columbia 

492  ,  601 





545  ,  577 

1,038,178 

Florida 

194,413 

380 , 337 



738 , 611 

1,313,  366 

Georgia 

78,333 

595,194 

137,900 

323,245 

1,134, 672 

Idaho 

465  , 125 



465,125 

■ 

Iowa 

572,927 





1,175,  395 

1,348,322 

Louisiana 

211, 630 



————— 

752,055 

963,  735 



Massachusetts 

297,152 

916 , 121 





1,213,273 

Mew  Hampshire 

55, 719 

22,901 

20,121 

32,125 

130 , 366 

Mew  Jersey 

391,299 

36,462 

179,652 

22,210 

629  ,623 

Morth  Carolina 

2,391,386 

235,  521 

103,209 

2 , 730 , 116 

Pennsvlvania 
 - 

7, 311 ,623 

7,311,623 

Puerto  Rico 

277,407 

422 , 328 

3,373 

653 , 108 

South  Carolina 

436,578 

748 , 549 

1,185,127 

Tennessee 

699,453 

435,471 

1,134,924 

Virainia 

i, 516 , 406 

131, 130 

23,116 

1,720,652 

West  Virginia 

483,483 

  483,483 

Wyoming 

8,601 

13, 757 

  12,443 

34  ,  301 

Total 

17,626,516 

3,488,494 

388, 801* 

4,686,387 

26,690,698 

Mean 

839, 353 

290 , 708 

126,972 

312,459 

1,213,214 

\ 
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SUBFUNCTIONS  AS  A  PERCENTAGE  OF 
FUNCTIONAL  COSTS  FOR  #3  BENEFICIARY 
SERVICES  BY  STATE 


^^^-s^  Subfunc- 

Eligibility 

Other  Beni- 

>v  tions 

Determination 

Redetermination 

ADP 

ficiary  Services 

States  ^^^^ 

(%) 

(%) 

(%) 

(%) 

Alabama 

JJ  •  u 

as  n 

Alaska 

i  nn  n 

Arkansas 

9  Q  7 

Colorado 

TO  o 

Jo .  J 

J  /  .  4 

/,  Q 

4 .  J 

Connecticut 

an  n 

in  n 

6.  0 

/,  n 

District  of 
Columbia 

47.4 

— 

52.6 

Florida 

14.8 

29.0 

— 

56.2 

Georgia 

6.6 

50.2 

15.9 

27.3 

Idaho 

100.0 

— 

— 

— 

Iowa 

36.4 

— 

— 

63.6 

Louisiana 

22.0 

— 

— 

78.0 

Massachusetts 

24.5 

75.5 

— 

— 

New  Hampshire 

42.6 

17.5 

15.4 

24.5 

New  Jersey 

62.1 

5.8 

28.5 

3.5 

North  Carolina 

87.6 

— 

8.6 

3.8 

Pennsylvania 

100.0 

Puerto  Rico 

34.8 

64.7 

— 

0.5 

South  Carolina 

Jo .  O 

O  J  .  Z 

Tennessee 

61.6 

38.4 

Virginia 

88.1 

10.5 

1.3 

W.  Virginia 

100.0 

Wyoming 

24.7 

39.5 

35.8 

Unweighted 
Mean 

52.8 

38.2 

26.4 

29.9 

Weighted 
Mean 

66.0 

13.1 

3.3 

17.6 
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our  sample  spent  about  $14  million  more  for  determination.  The 
mean  for  determination  is  $839, 358  while  the  mean  for  redetermi- 
nation is  $2.90,  708.     As  a  percentage  of  total  Beneficiary  Service 
costs,   redetermination  is  less  than  a   fifth  of  initial  eligibility 
determination   (13.1%  vs.  66.0%). 

Georgia  reported  redetermination  costs  of   $595,194.  This 
high  was  followed  by  the  $422,328  reported  by  Puerto  Rico  and 
the  $221,515  recorded  by  Alabama.     The  rate  for  these  two  were 
also  the  highest  percentages  reported:     65%  in  Alabama  and  64.7% 
in  Puerto  Rico.     Arkansas  reported  redetermination  as  4.9%  of 
total  costs  for  beneficiary  services,   the  lowest  rate  reported, 
and  Wyoming  reported    the  lowest  cost  $13,757. 

ADP.     Automated  Data  Processing  associated  with  Eligibility 
Determination  and  Redetermination  accounted  for  $88  8,801  in  the 
seven  states  reporting  costs  in  this  subfunction.     That  represents 
3.3%  of  all  reported  Beneficiary  Services  Costs.     North  Carolina 
had  the  highest  cost,   $235,521;  Puerto  Rico  reported   no  costs 
for  the  quarter.     ADP  costs  accounted  for  28.5%  of  New  Jersey's 
total  cost  for  beneficiary  services. 

Other  Beneficiary  Services.     The  fourth  subcategory  is  fairly 
broad  and  includes  activities  such  as  beneficiary  hearings, 
correspondence  with  applicants  and  beneficiaries,  publicity  to 
potential  applicants,   etc.     This  broad  scope  is  reflected  in 
the  mean  cost  of  $312,459.     The  cost  for  this  subfunction  was 
$4.68  million  or  17.6%  of  the  area's  total  cost.     The  breadth  of 
this  subcategory  is  further  illustrated  by  the  high  allocations 
for  certain  jurisdictions.     Five  states  reported  other  costs  that 
accounted  for  over  50%  of  their  beneficiary  services.     Other  costs 
actually  ranged  from    $3,373   (Puerto  Rico)    to  $752,055  (Louisiana). 

Quality  Control 

Costs  reported  for  the  quality  control  function  were  divided 
according  to  the  three  segments  of  the  Medicaid  Quality  Control 
Program:     eligibility  review,   third  party  liability  review,  and 
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claims  processing  review.     These  costs  are  displayed  in  Table  E  -7 
and  Table  E  -  8  shows  these  expenditures  as  a  percentage  of  total 
Quality  Control  costs.     By  far,   the  majority  of  the  quality 
control  costs  were  incurred  in  the  eligibility  review  area.  The 
$1,082,154  spent  during  the  quarter  for  eligibility  review  accounted 
for  77.7%  of  all  Quality  Control  costs.     Third  party  liability 
and  claims  processing  review  had  costs  which  were  quite  close, 
$150,654  for  third  party  and  $159,537  for  claims  processing  review, 
accounting  for  10.8%  and  11.5%  of  the  total  quality  control.  The 
mean  costs  for  the  three  subfunctions  were  in  approximately  the 
same  proportions  as  the  percentages;   eligibility  review  having 
a  mean  of  $.67,  635,   third  party  liability  a  mean  of  $12,  555  and 
claims  processing  review  a  mean  of  $13,295.     Eighteen  states 
provided  subf unctional  data  for  Quality  Control. 

Eligibility  Review.     Reported  costs  for  eligibility  review 
ranged  from  $10,000  in  Idaho  up  to  $167,431  in  Massachusetts. 
South  Carolina  reported  costs  of  $165,225  for  eligibility  review 
which,  as  a  percentage,  accounted  for  91.1%  of  the  state's 
quality  control  expenditure.     The  lowest  percentage  reported  was 
in  Colorado.     36.4%  of  the  state's  quality  control  expenditure  was 
consumed  by  eligibility  review. 

Third  Party  Liability  Review.     Alabama  reported  costs  of 
$48,961,   the  highest  for  third  party  review.     The  lowest  cost 
was  reported  by  Mew  Hampshire   ($3,777).     The  50.0%  of  total  Quality 
Control  reported  by  Tennessee  was  the  highest  percentage  for  third 
party  liability  recorded.     South  Carolina  reported  costs  of 
$8,025  for  a  4.4%  mark,   the  lowest  percentage  of  total  quality 
control  reported. 

Claims  Processing  Review.     Five  states,   Georgia,   Idaho,  New 
Hampshire,   South  Carolina  and  Tennessee  reported  that  their  costs 
for  claims  processing  review  were  the  same  as  their  costs  for 
third  party  liability  review.     This  is  quite  interesting  because 
the  totals  for  these  two  subfunctions  are  different  by  only  $8,883 
on  a  combined  total  cost  of  $310,191.     This  would  seem  to  indicate 
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TABLE  E  -  7 


SUBFUNCTICNAL  COSTS  FOR 
*4  QUALITY  CONTROL 
BY  STATE 


v  Subfunc- 
tions 

States 
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Review 

(5) 

ItUIQ  ralty 

Liability  Review 
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cessing  Review 

(5) 
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29,771 

6 , 841 

10, 966 

47, 578 

Massachusetts 

167,431 

3,918 
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171,349 

N'ew  Hampshire 

22,206 

3,  777 

3,777 

29,760 

New  Jersey 

38,392 

28,273 

66,665 



Pennsylvania 

200,567 

200,567 

South  Carolina 

165,225 

8,025 

3,025 

181,275 

Tennessee 

1 

4,077 

4,077 

8,154 

■ 

i  Virginia 

9,190 

9,190 


West  Virginia 

114,639 

114,639 

Wyoming 

14,338 



4,238 

9,791 

28,367 

Total 

1,082,154 

150,654 

159,537 

1,392,345 

1  Mean 

67,635 

12,555 

13,295 

77,454 
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TABLE  E  -  8 


SUBFUNCTIONS  AS  A  PERCENTAGE 
OF  FUNCTIONAL  COST  FOR  #4  QUALITY 
CONTROL  3Y  STATE 


Sub funct ions 
States 

Eligibility 
Review  (%) 

3rd  Party 
Liability 
Review  (%) 

Claims  Processing 
Review  (%) 

Alabama 

50.7 

49.3 



Alaska 

100.0 





Arkansas 

100.0 





Colorado 

36.  4 

14.  6 

49.0 

Connecticut 

75.  0 

15.0 

 » 

10.0 

Georgia 

45.5 

27.2 
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Idaho 

50.0 

25.0 

25.0 

Iowa 

71.5 

7.7 

20.  8 

Louisiana 

62.6 

14.4 

23.0 
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97.7 

2.3 



N.  Hampshire 
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42.4 
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S.  Carolina 
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Wyoming 
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TOTAL 

1163.2 

237.  5 

399.0 

Unweighted 
Mean 



72.  7 

19.  3 

33.3 

Weighted 
Mean 

77.7 

10.  a 

i 

11.5 
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a  close  relationship  between  these  two  subfunctions  of  Quality 
Control . 

The  high  cost  for  claims  processing  review  was  $39,070  reported 
in  Georgia.     The  low  again  was  reported  by  New  Hampshire.  Tennessee's 
rate  of  50%  was  the  highest  reported  and  4.4%  for  South  Carolina 
was  the  lowest  percentage  of  quality  control  expended  on  claims 
processing  review. 

EPSDT 

The  fifth  functional  area  was  divided  into  four  subfunctions; 
Informing  &  Notification,  Outreach,   Case  Management  and  General 
EPSDT  Administration.     Nine  states  provided  data  at  the  subf unctional 
level.     Cost  data  is  presented  on  Table  E  -  9;  Table  E  -  10  displays 
the  reported  costs  by  subfunctions  as  a  percentage  of  the  total 
state  EPSDT  cost. 

Informing  &  Notification.     This  subfunction  consists  of 
the  processing  of  eligibility  files  to  determine  which    children  are 
due  for  a  periodic  screen,  mailing  notifications  and  printing 
materials  on  EPSDT.     Three  states  provided  data  under  this  category; 
Colorado  $520,  Wyoming  $17,155  and  Massachusetts  $59,384.  This 
subfunction  was  further  divided  between  automated  costs  and  manual 
costs.     Only  Wyoming  provided  data  at  this  level,   reporting  that 
all  its  expenditures  were  manual  charges. 

Outreach .     This  subfunction  captures  the  cost  of  visiting  and 
telephoning  families  to  encourage  participation  in  EPSDT.     It  also 
includes  informing  families  about  health  care  services  and  counseling 
them  on  the  importance  of  following  up  findings  of  the  health 
assessment.     Six  states  reported  outreach  costs.  Pennsylvania's 
costs  amounted  to  $554,279  or  50.8%  of  the  state's  EPSDT  expenditure. 
Colorado  reported  the  second  highest  costs  $204,729  or  49.1%  of  the 
state's  EPSDT  costs.     In  total,   the  six  states  reported  costs  of 
$875,509  for  a  mean  cost  of  $145,918.     Outreach  costs  made  up  35.4% 
of  the  total  EPSDT     costs  reported. 
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Case  Management.     This  subfunction  consists  of  costs 
incurred  to  check  on  treatment  rendered  for  conditions  found, 
scheduling  appointments  for  beneficiaries,   and  arranging  trans- 
portation.    Eight  states  reported  costs  for  these  activities 
amounting  to  $852,363  or  34.5%  of  the  entire  cost  reported  for 
EPSDT.     Georgia  reported  the  highest  costs,    $273,777   (83.4%  of  the 
state's  EPSDT  total)  while  Virginia  reported  the  lowest  ($1,960, 
37.2%  of  EPSDT  for  the  state).     Alaska  and  Massachusetts  had  the 
highest  and  lowest  percentages  of  total  EPSDT  costs  reported. 
They  were  84.0%  and  30.8%  respectively. 

Case  management,   like  Informing  &  Notification  was  further 
broken  down  into  automated  and  manual  costs.     Five  states  provided 
data  at  this  level,   four  reporting  manual  costs  and  one  reporting 
automated  costs.     The  manual  costs  ranged  from  a  low  of  $23,171  to 
$273,777.     The  reported  cost  for  the  automated  case  management 
was  $1,960. 

General  EPSDT  Administration.     The  final  EPSDT  subfunction 
captures  all  data  not  specifically  allocated  to  one  of  the  other 
subf unctions .     The  activities  involved  include  provider  enrollment, 
planning  for  EPSDT,   development  of  screening  package  and  liaison 
with  other  state  and  local  agencies  on  EPSDT.     A  mean  cost  for 
general  EPSDT  administration  of  $74,159  was  calculated  on  the 
basis  of  the  nine  states  that  reported  costs  of  $667,432.     Of  this 
total,   $536,382  were  expended  by  Pennsylvania.     Without  the 
Pennsylvania  costs  the  total  reported  for  general  administration 
was  $131,050,   resulting  in  a  mean  of  $16,381.     Following  Pennsylvania, 
Georgia  had  the  highest  cost   ($54,375)   Wyoming   ($2,036)   and  Virginia 
($3,301)   reported  the  lowest  costs  received.     Virginia's  cost 
($3,301)   as  a  percentage  of  total  EPSDT  cost  was  the  highest 
reported   (62.7%).     Pennsylvania  was  next  at  49.2%.     Colorado's  rate 
of  1.6%  was  the  lowest  reported,   followed  by  4.3%  in  Wyoming. 
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TABLE  E  -  9 
SUBFUNCTIONAL  COSTS  FOR 
15  SPSDT  3Y  STATE 


Subf unctions 
States 

Informing  and 
Notification 

(5) 

Outreach 

(?) 

Case  Manage- 
ment (S) 

Gen.  EPSDT 
Admin.  (5) 

Total 

($) 

Alaska 

120 , 257 

22,954 

143  ,  211 

Colorado 

520 

204,729 

205,219 

6,744 

417, 212 

Connecticut 

45, 110 

162,664 

22,555 

230 ,329 

Georgia 

273,777 

54,375 

328, 152 

Massachusetts 

39, 284 

59, 384 

59,385 

14 , 370 

193,023 

,  

M.  Hampshire 

6  ,  937 

5,930 

4,  215 

17,082 

Pennsylvania 

554,279 

536  ,  382 

1,090,661 

Virginia 

1,960 

3,301 

5,261 

Wyoming 

17, 155 

5,  070 

23,171 

2,036 

47,432 

Total 

77,059 

875,509 

352,363 

667,432 

2,472,363 

Mean 

25, 636 

145,918 

106 , 545 

74,159 

274,707 
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TABLE  E  -  10 
SUE-FUNCTIONS  AS  A  PERCENTAGE 
OF  FUNCTIONAL  COSTS  FOR  #5  EPSDT 
BY  STATE 


Subf unctions 
States 

Informing  and 
Notification 

(%) 

r-  ■ 

Outreach 
(%) 

Case  Manage- 
ment (%) 

Gen.  EPSDT 
Admin . 

(%) 

Alaska 



84.0 

16.0 

Colorado 

0.1 

49.1 

49.2 

1.6 

Connecticut 

19.6 

70.6 

9.3 

Georgia 

83.4 

16.6 

Massachusetts 

30.8 

30  .  8 

30.8 

7.6 

N.  Hampshire 

40.6 

34.7 

24.7 

Pennsylvania 

50.  8 

49.2 

Virginia 

37.2 

62.7 

Wyoming 

36.2 

10.7 

48  .  3 

4.3 

Unweighted 
Mean 

22.4 

33.6 

54.8 

21.4 

Weighted 
Mean 

3.1 

35.4 

34.5 

27.0 
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Provider  Services 

Administrative  activities  involved  in  provider  services  in- 
clude provider  enrollment,  provider  relations,  provider  education, 
and  handling  of  provider  inquiries.     The  costs  incurred  in  these 
activities  are  divided  according  to  provider  type  or  services 
provided.     The  costs  for  the  ten  subf unctional  areas  of  provider 
services  in  each  state  are  shown  in  Table  E  -   11  and  the  percentage 
of  total  Provider  Services  costs  for  each  subf unctional  area  are 
presented  in  Table  E  -  12.     The  largest  proportion  of  provider 
services  administrative  costs  was  allocated  to  the  subf unctional 
areas,   long-term  care  facilities  certification,   and  long-term  care 
facilities  medical  reviews  and  independent  practitioner  reviews 
(MR/IPR)   Certification  consists  of  state  certification  of  Skilled 
Nursing  Facilities  and  Intermediate  Care  Facilities  and  accounted 
for  39.4%  of  total  provider  services  costs;  MR/IPR  costs  accounted 
for  16.7%.     Six  states    (Alaska,  Florida,  Massachusetts,  South 
Carolina,  Tennessee  and  West  Virginia)   spent  more  than  50%  of 
total  provider  services  costs  for  long-term  care  certification. 

Physician .     Total  reported  costs  for  provider  services  to 
physicians  were  $531,487  for  eighteen  states,   a  mean  of  $29,527. 
Pennsylvania  had  the  largest  expenditure  in  this  subfunction, 
$134,764.     Connecticut  had  the  second  highest  reported  physician 
costs  at  $93,120.     Wyoming  had  the  lowest  reported  cost,    $975;  Idaho 
was  next  with  $2,040.     As  a  percentage  of  total  provider  services 
costs,   Idaho's  expenditure  was  the  second  highest  at  23.6%  and 
Wyoming's  was  highest,    28.2%     Florida  had  the  lowest  rate,   0.7%  as 
a  result  of  its  $7,459  expenditure. 

Pharmacy .     Seventeen  states  reported  costs  amounting  to  $3  53,54  8 
for  provider  services  to  pharmacies.     This  resulted  in  a  mean  state 
expenditure  of  $20,7  97.     Five  states  had  costs  above  the  mean,  the 
highest  being  Connecticut  with  a  quarterly  cost  of  $54,322.  New 
Jersey  was  next  at  $48,511.     Idaho  reported  the  lowest  cost  for  pro- 
vider services  to  pharmacies,   $250.     The  $4,280  expenditure  in  West 
Virginia  was  the  second  smallest.     The  unweighted  mean  for  pharmacy  costs 
was  5.6%  of  total  provider  services  costs.     Louisiana  had  the  highest 


-  103  " 


rate,  13.1%  and  Pennsylvania,  the  lowest,  1.3%.  The  weighted  mean 
was  4.6%. 

HMO.     Nine  states  reported  HMO  provider  services  costs.  They 
totaled  $110/050  and  had  a  mean  of  $13,756.     New  Jersey  ($20,870) 
and  Florida   ($18,896)   had  the  highest  costs  while  the  District 
of  Columbia  reported  a  low  of  $587.     The  weighted  mean  for  HMO 
provider  services  costs  was  1.4%  of  total  provider  services  costs, 
the  unweighted,   2.5%.     These  rates  ranged  from  0.4%    (District  of 
Columbia)   up  to  7.9%  (Louisiana). 

Hospital .     Costs  reported  for  provider  services  to  hospitals 
totaled  $696,028.     The  highest  reported  cost  was  $147,683  in 
Connecticut  and  the  lowest  was  $151  in  Wyoming.     The  mean  cost  was 
$40,943.     As  a  percentage  of  total  provider  services,  hospital 
costs  accounted  for  9.0%.       The  lowest  percentage  was  from 
Florida,   0.7%  and  the  highest  was  65.9%  in  the  District  of 
Columbia. 

LTC:     Certification.     Seventeen  states  reported  certification 
costs  totaling  $3,0  50,333.     The  range  of  costs  for  certification 
began  with  $559  in  Wyoming  and  went  to  $748,908  in  Florida.  The 
mean  for  certification  was  $179,431.     Five  states  excluded  it. 
Certification  of  long-term  care  facilities  consumed  39.4%  of  the 
entire  provider  services  expenditure.     The  highest  rate  was  67.5% 
in  South  Carolina  while  the  lowest  was  8.0%  in  New  Jersey. 

LTC:     MR/IPR.     Costs  for  medical  review  and  independent 
practioners  reviews  ranged  from  $112  in  Wyoming  up  to  $383,150  in 
New  Jersey  and  totaled  $1,291,724.     The  mean  for  the  fourteen 
reporting  states  was  $9  2,266.     The  unweighted  mean  for  MR/IPR  as  a 
percentage  of  total  provider  services  costs  was  16.1%.     The  actual 
range  extends  from  0.1%  in  the  District  of  Columbia  to  4  6.3%  in 
New  Jersey.     In  all,   six  states  exceeded  both  of  the  means. 

LTC:     Other.     This  subf unction  accounts  for  7.8%  of  all 
provider  services  expenditures.     The  largest  expenditure  being 
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the  $140,319  spent  by  Pennsylvania,   the  smallest  was  the  $759 
spent  in  Wyoming.     The  total  quarterly  cost  for  LTC:  Other  was 
$604,  36  3,   a  mean  of  $3  7,  773  for  the  sixteen  reporting  states. 

Dental .     Pennsylvania  had  the  greatest  expenditure   ($134,7  64) 
for  dental  provider  services.     Virginia  was  next  with  a  quarterly 
cost  of  $49,337.     $200  in  Idaho  was  the  lowest.     The  total  cost 
for  dental  was  $326,667  or  4.2%  of  the  total  cost  for  provider 
services.     Alaska's  costs  of  $19,039  account  for  41.2%  of  the 
state's  provider  services  costs,   the  highest  rate  reported,  New 
Jersey's  $3,516  accounted  for  0.4%  of  that  state's  provider  services 
costs . 

Other.     Again  the  "catch-all"  nature  of  the  other  category  is 
displayed  by  the  reporting  of  costs  for  provider  services.  This 
subfunction  was  fourth  largest  in  this  functional  area  accounting 
for  8.7%  of  the  total  expenditure  or  $6  70,7  86.     Two  states,  Alabama 
and  Arkansas  reported  that  38.5%  of  their  provider  services 
expenditures  fall  under  the  Other  heading.     Pennsylvania  spent 
the  same  amount  for  Other   ($134,764)   as  was  spent  for  Dental.  The 
same  was  true  in  South  Carolina.     Iowa  reported  the  smallest 
expenditure,  $477  or  0.8%  of  the  state's  total  provider  services 
costs . 

ADP .     Seven  states  reported  ADP  costs  associated  with  provider 
services.     These  costs  totaled  $114,265  or  1.5%  of  total  costs  for 
the  functional  area.     Georgia's  cost  was  $49,012,   the  highest  reported. 

Claims  Processing 

The  seventh  functional  area,   Claims  Processing,  was  divided 
into  two  subf unctions ,  Developmental  and  Operating.     The  sub- 
functions  were  further  divided  between  costs  incurred  in-house 
and  costs  incurred  through  the  employment  of  fiscal  agents.  Table 
E  -  13  displays  the  actual  costs  for  these  categories  reported  by 
the  states.     Table  E  -  14  shows  the  cost  data  for  each  category 
as  a  percentage  of  the  total  claims  processing  charges  for  the 
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quarter.     It  should  be  noted  that  Connecticut  did  not  report  a 
breakdown  of  its  $108,486  operating  cost.     As  a  result,  claims 
processing  costs  for  Connecticut  are  displayed  in  the  tables 
but  are  not  used  in  the  computing  of  the  means  or  the  total  of 
totals.     Connecticut  is  also  excluded  form  any  descriptive 
narrative  concerning  these  tables. 

Claims  Processing  was  the  target  of  the  study's  most  detailed 
data  collection  effort.     In  most  instances,   the  actual  cost  data 
is  suspect  below  the  "Total"  level  of  reporting   (the  far  right  column 
of  Table  E  -  11) .     This  is  primarily  due  to  the  difficulties  states 
had  in  distinguishing  developmental  costs  from  operating  costs. 
As  this  was  the  area  of  most  concentrated  data  collection,  the 
study  sought  a  further  breakdown  of  the  in-house    and    fiscal  agent 
costs.     These  breakdowns  will  be  delineated  in  the  following 
discussions . 

Developmental  Costs.     Activities,  whether  performed  in-house 
or  through  contractors,   involved  with  the  creation,   enforcement  and 
preparation  of  a  state's  capability  to  process  claims  were  defined 
as  developmental  costs.     They  were  limited  to  Medicaid  related  costs 
in  accordance  with  the  state's  allocation  formula.     As  the  table 
shows,   five  states  reported  only  in-house  costs,"  two  had  only  fiscal 
agent  costs  and  three  recorded  costs  of  both  types.  Pennsylvania, 
Massachusetts,   Georgia  and  Maryland  each     reported  in-house  develop- 
mental costs  in  excess  of  $180,000.     The  mean  for  in-house  costs  was 
$127,659,  based  on  a  quarterly  total  of  $1,021,274  and  eight 
reporting  states. 

As  a  percentage  of  total  claims  processing  costs,  in-house 
developmental  costs  accounted  for  4.3%     Maryland   (18,8%),  Georgia 
(14.1%)   and  Pennsylvania   (11.0%)  were  all  significantly  higher 
than  this  weighted  mean,  being  closer  to  the  unweighted 

mean  of  9.0%.     The  mean  for  developmental  fiscal  agent  costs  was 
$155,967  based  on  five  states  reporting  expenditures  of  $779,834. 
Pennsylvania   ($305,460)   and  Colorado   ($272,998)   had  the  majority 
of  the  costs  in  this  subcategory.     Fiscal  agent  costs  took  up  an 
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even  smaller  percentage   (3.2%  vs.   4.3%)   of  the  total  claims  pro- 
cessing than  did  in-house  costs.     As  a  subf unction,  Developmental 
Costs  accounted  for  very  little  of  the  claims  processing  costs 
for  the  quarter,   7.5%   (weighted  mean).     Three  states,  Colorado 
(37.2%),  Pennsylvania   (22.6%),  and  South  Carolina   (21.2%)- were  the 

only  ones  to  vary  significantly  from  this  mark. 

As  noted  earlier,   a  further  breakdown  of  in-house  and  fiscal 
agent  costs  were  sought  under  Developmental  Costs  (In-house/Fiscal 
Agent) .     Data  was  collected  for  hardware   (developmental  share) , 
software  development,   site  preparation  and  information  systems 
planning.     This  last  area  included  the  cost  of  conducting  feasi- 
bility studies,   cost/benefit  analyses,   and  other  studies  which 
could  lead  to  the  development  or    improvement  of  any  manual  or 
automated  information  system. 

Three  states  reported  hardware  costs.     Pennsylvania  and  South 
Carolina  reported  in-house  hardware  costs  of  $9  32  and  $903 
respectively.     South  Carolina  also  reported  contracted  hardware 
costs    as  did  Virginia.     Virginia's  costs  were  $26,364  while 
South  Carolina  reported  costs  of  $20,644. 

The  following  are  examples  of  states  incurring  sizable  expenses 
developing  claims  processing  systems   (either  in  the  planning  or 
implementation  stage).     $272,998  of  Colorado's  developmental  costs 
($324,580)  was  for  contracted  software  development.     Of  Maryland's 
$183,703  in-house  developmental  costs,   $175,175  went  for  software 
development.     In  Pennsylvania,   the  vast  majority  of  the  $596,850 
developmental  expenditure,   incurred  both  in-house  and  through 
contracts,  was  related  to  information  systems  planning.  This 
cost,   $574,999  was  about  evenly  split  between  contracted  costs  and 
in-house  costs   ($292,921  vs.  $282,078).    South  Carolina  reported 
that  $50,  283  of  its    in-house  developmental  costs  of  $51,186  was 
for  software  development.     $107,616  of  the  $128,280  expended  for 
contracted  development  costs  also  went  for  software  development. 
All  of  these  expenditures  are  of  a  non-recurring  nature  and  act 
to  distort  the  total  costs  of  claims  processing  for  these  states. 
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It  should  be  noted  that  seven  of  the  eight  states  reporting 
developmental  costs  reported  software  development  costs. 

Operating  Costs.     Activities  involved  in  the  processing  of 
provider  claims  against  the  Medicaid  program,  whether  performed 
by  a  fiscal  agent  or  in-house,  were  considered  operating  costs. 
Twenty* two  states  provided  operating  cost  data,   five  reporting 
in-house  costs  only,   seven  reporting  fiscal  agent  costs  only  and 
ten  reporting  costs  in  each  subcategory.     Twelve  of  these  states 
reported  no  developmental  costs  and,   therefore,   showed  100%  of 
their  claims  processing  costs  as  operating  costs.     For  all  reporting 
states  total  operating  costs  made  up  91.1%   Cweighted  mean)  of 
the  claims  processing  expenditure. 

The  in-house   operating  costs  for  the  quarter  were  reported  at 
$5,628,914  which  yielded  a  mean  of  $375,261.  Massachusetts 
($2,117,477)   and  Georgia   C$1,144,422)   reported  the  majority  of  the 
in-house  costs.     Three  jurisdictions,   the  District  of  Columbia, 
New  Hampshire  and  Puerto  Rico,  reported  100.0%  of  their  claims 
processing  costs  as  in-house  operating  costs. 

Operating  costs  incurred  with  fiscal  agents  amounted  to 
$16,264,787,  yielding  a  mean  of  $956,752.     This  total  cost 
represented  67,7%  of  all  claims  processing  expenditures  reported. 
Six  states  reported  100.0%  of  their  claims  procession  costs  were 
incurred  in  this  category.     Florida  was  one  of  the  six  states  and 
had  a  $4,17  million  expenditure  for  the  quarter,   the  highest  reported. 
Five  other  states  also  reported  quarterly  costs  in  excess  of  one 
million  dollars.     These  states,  New  Jersey,  Pennsylvania,  Louisiana, 
Massachusetts  and  Alabama,   ranged  in  cost  from  $1.8  million  to 
$1.0  million. 

Under  the  operating  cost  subcategories  of  In-house  and  Fiscal 
Agent  additional  data  was  collected  for  hardware  costs,  maintenance 
of  software   (including  salaries  and  royalties) ,   data  entry,  computer 
operations  and  manual  claims  processing.     This  final  type  includes 
the  attendant  costs  involved  in  error  adjudication,  bill  review, 
bill  adjustment  and  the  handling  of  any  manually  processed  claim  types. 
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TABLE    E  -  14 


SUBFUNCTIONS  AS  A  PERCENTAGE  OF  FUNCTIONAL  COST 
FOR  il  CLAIMS  PROCESSING  BY  STATE 


^Sub functions 

Developmental 

Total 
Develooment 

(%) 

Operating 

Total 
ODerating 

(%) 

Total 
In-House 

(%) 

Total 
Fiscal  Agent 

( % ) 

La- Souse 

(%) 

Fiscal  Agent 
(%) 

In-House 

(% ) 

1  —  

Fiscal  Agent 
( % ) 

Mia 

100.  0 

100.0 

100.  0 

j 

<a 

6.  3 

5.3 

93-2  ! 

93.2  1 

100.  0 

isas 

100.0 

100.  0 

100.0 

rado 

5.9 

31.3 

37.2 

6.2 

56.5 

62.7  1 

12  .  2 

87  .  3 

ecticut* 

43.7 

23.7 

67.4 

N.A. 

N.A. 

32.6 

N.A. 

N.A. 

.  or  Columbia 

100.  0 

100.  0 

100.  0 

ida 

100.0 

100.  0 

100.  0 

1*  

14.  1 

14.  1 

3  5.4 

0.5 

35.9 

99  .  5 

0.5 

.0 

2  .  / 

2.7 

5  .  3 

91.  5 

97.  3  ! 

3.5 

91.5 

0.2 

99.  3 

100.0  0.2 

Q  Q  3 
77  .  O 

jiana 

100.0 

100.0  il 

100.0 

.and 

13.3 

18.  3 

31.2 

31.2  100.0 

^chusetts 

6.  3 

5.  3 

59.  9 

33.3 

93.2  66.7 

33.3 

—  1 

Hamoshire 

100.  0 

100.0        1!  100.0 

Jersey 

4.7 

95.3 

100.0  4.7 

95.3 

ii  Carolina 

5.1 

94.9 

100.0  5.1 

94.9 

.vlvania 

11.  0 

11.  6 

22.6 

13.4 

64.0 

77.4        II  24.4 

75  .  6 

to  Rico 

100.  0 

100.0  100.0 

:h  Carolina 

5.1 

15.  1 

21.2 

32  .  3 

46.0 

73.3        !i  38.9 

61.1 

lessee 

100.  0 

100.  0 

100.0 

knia 

10.  7 

10.  7 

5 .  7 

93.6 

89.  3  5.7 

94.  3 

:  Virginia 

1.  1 

1.  1 

98.9 

93.9 

100.  0 

oi.ia 

100.  0 

100.0 

100.0 

ted  Mean* 

4.3 

3.2 

7.5 

23.4 

67.7 

91.1 

27.7 

71.0 

1 

mecticut  data  is  not  included  in  means. 
Net  Available  to  NIAS. 
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Florida,  of  the  ten  states  reporting  operating  costs  for 
hardware,  had  the  highest  costs  for  the  period,   $944,634.  New 
Hampshire  showed  the  lowest  cost     ,$1,0  80.     The  six  states  re- 
porting in-house  hardware  costs  showed  on  the  average  substantially 
lower  costs   ($23,119  in-house  vs.   $350 ,  217  fiscal    agents)  than 
the  figures  for  contracted  costs. 

Five  states  reported  in-house  maintenance  costs  while 
contracted  maintenance  costs  were  reported  in  six  states. 
Massachusetts  reported  $117  for  in-house  maintenance  and  $1,178,472 
for  fiscal  agent  costs.     Florida,  again,   incurred  the  highest 
costs,    $1,323,918,   through  its  contractual  arrangements.  Virginia's 
fiscal  agent  costs  were  the  lowest  reported   ($15,832).  New 
Hampshire   (in-house)   had  the  lowest  costs  ($4,868). 

Data  entry  costs  were  reported  by  fourteen  states,  seven 
in-house,   six  contracted,  and  one  combination.     Florida  (contracted) 
for  the  third  time  under  operating  costs  showed  the  largest 
expenditure  $1,471,329.     Arkansas  reported  the  lowest  contracted 
costs  $76,973.     High  cost  for  in-house  was  reported  by  Georgia 
$379,461  and  the  low  of  $2,885  was  reported  by  Idaho. 

Of  the  four  states  reporting   in-house  computer  operation 
costs  Massachusetts  reported  the  highest  expenditure,  $1,355,076. 
Idaho's  costs  were  lowest  at  $9,000.     Florida's  cost  of  $431,624  was 
the  highest  among  the  five  contracting  states.     The  lowest  cost 
was  Tennessee's  figure  of  $4,206.     Three  states  report  both  in- 
house  and  contracted  costs.     Pennsylvania  spent  the  bulk  of  its 
computer  operation  dollars  through  its  contracts   C$1,563,84  8  vs. 
$39,682).     Georgia  was  the  opposite  spending  only  $6,375  through 
contracts  and  $231,077  in-house  for  computer  operation.     The  third 
state,  Colorado,  distributed  its  computer  operation  costs 
evenly,   $28,006  in-house  vs.   $24,372  for  fiscal  agent  costs. 

Arkansas  and  Tennsessee  were  the  only  states  to  report  manual 
claims  processing  costs  solely  through  contract.     Three  states, 
Colorado,  New  Jersey    and  Virginia  reported  manual  costs  both  in- 
house  and  contracted.     New  Jersey  combined  costs  of  $1,358,708 
for  manual  claims  processing  were  the  highest  reported.  Eleven 
states  reported  costs  for  in-house  manual  claims  processing. 
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Georgia  reported  the  highest  cost  ($493,769). 

Surveillance  and  Utilization  Review 

Surveillance  and  Utilization  Review   (SUR) ,   the  eighth 
functional  area  was  divided  into  four  subcategories:  Prior 
Approval,  Professional  Pre-Payment  Review,  Post-Payment  Review, 
and  Automated  Data  Processing,     This  area  includes  the  agency's 
efforts  to  detect  possible  fraud  but  does  not  include  field 
investigation  or  prosecution.     Actual  costs  for  the  subcategories 
are  shown  in  Table  E  -  15/  and    percentages'  of  functional 
costs  represented  by  these  figures  are  shown  in  Table  E  -  16 . 

Prior  Approval .     Sixteen  states  reported  costs  for  Prior 
Approval.      More  administrative  dollars  were  spent  for  Prior 
Approval  than  any  of  the  other  SUR  subf unctions .     These  costs 
consisted  of  staff  time  spent  making  determinations  when  approval 
was  required  prior  to  utilization   of  service.     New  Jersey  reported 
by  far  the  highest  Prior  Approval  costs,   $79  4,5  86.    This  accounted 
for  over  half  of  the  Prior  Approval  costs  reported  and  9  4.4%  of  New 
Jersey's  SUR  expenditures.     Wyoming  had  the  lowest  reported  cost 
($1,209) .        Alaska,  Arkansas  and  Puerto  Rico  spent  100.0%  of  their 
SUR  costs  on  Prior  Approval,  while  Alabama,   Connecticut,  Louisiana, 
Pennsylvania  and  Virginia  reported  no  expenditures  in  this 
subf unctional  area. 

Professional  Pre-Payment  Review.     This  subcategory  of  SUR 
consists  of  all  activities  involved  in  forwarding  claims  to  medical 
professionals  who  determine  the  appropriateness  of  the  medical 
practice  or  services.     Twelve  states  reported  costs  for  this  area. 
$86,980  was     spent  in  Massachusetts  during  the  study  period  for 
this  type  of  review,   the  highest  cost  reported.     Wyoming  reported 
the  highest  percentage  of  the  functional  area  costs   C52.4%).  Iowa's 
expenditure  of  $114  for  professional  pre-payment  review  was  the 
smallest  reported  and  had  a  correspondingly  low  percentage  of  the 
functional  area  cost.     Eight  states  reported  no  costs  in  this 
subf unctional  area. 
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TABLE  E  -  15 


SUBFUNCTIONAL  COSTS  FOR  #8  S/UR 
BY  STATE 


Sub  fun  c- 
tions 

States 

Prior 
Approval 

(?) 

Profess . 
Pre-Payment 
Review 

($) 

Post- 
Payment 
Review 
($) 

ADP 
($) 

Total 
($) 

Alabama 

— 



45,077 

— 

45,077 

Alaska 

32,772 



— 

— 

32,772 

Arkansas 

60,276 



— 

— 

60,276 

Colorado 

220,026 

23,090 

111,136 

4,514 

358,766 

Connecticut 

12,500 

55,990 

— 

68,490 

Dist.  Columbia 

1 , 355 

— 

60,980 

5,420 

67,755 

Florida 

14,389 

67,330 

66,541 

— 

148,261 

Georgia 

237,664 

4,348 

87,230 

-0,663 

369,924 

Idaho 

2,800 

7,600 

11,200 

— 

21,600 

Iowa 

1,372 

114 

2,760 

-- 

4,246 

Louisiana 

—  — 

22,572 

77,943 

100,515 

Maryland 

94,121 

23,734 

19,738 

— 

137,593 

Massachusetts 

55,161 

86,980 

99,730 

— 

241,371 

New  Hampshire 

7,896 

2,423 

2,423 

15,661 

28,403 

New  Jersey 

794,586 

5,862 

41,684 



842, 132 

Pennsylvania 

— 

—  — 

486,554 

""*  ~" 

486,554 

Puerto  Rico 

6,125 

—  — 

6, 125 

South  Carolina 

28,466 

32,479 

129,832 

190,777 

Tennessee 

8, 466 

33,651 

16,875 

58,992 

Virginia 

71,368 

71,368 

Wyoming 

1,209 

6,684 

4,851 

12,744 

Total 

1,566,684 

306,796 

1,265,173 

215,583 

33,354,241  - 

Mean 

97,918 

23,600 

74,422 

35,931 

159,726 

TABLE  E-16 

SUBFUNCTIONS  AS  A  PERCENTAGE  OF 
FUNCTIONAL  COST  FOR  #8  S/UR  BY  STATE 


Subfunctions 

States 

Prior 
Approval 
(%) 

Profess . 
Pre-Payment 
Review 
(%) 

Post- 
Payment 
Review 
(%) 

ADP 

1  (%) 

Alabama 

— 

— 

100.0 

j 

Alaska 

100.  0 

— 

Arkansas 

100.  0 

— 

Colorado 

61.3 

6.4 

31.  0 

1.3 

Connecticut 

-- 

18.3 

81.7 

Dist.  Columbia 

2.0 

90.  0 

8.0 

Florida 

9.7 

45.4 

44.9 

Georgia 

64.2 

1.2 

23.6        I  11.0 

Idaho 

13.0 

35.2 

51.  8 

Iowa 

32.3 

2.7 

65.0 

Louisiana 

— 

— 

22.5 

77.  5 

Maryland 

68.4 

17.  2 

14.  3 

Massachusetts 

22.8 

36.  0 

41.2 

New  Hampshire 

27.  8 

8.5 

8.5 

55. 1 

New  Jersey 

94.4 

0.7 

4.9 

Pennsylvania 

100.0 

Puerto  Rico 

100.  0 

South  Carolina 

14 .  9 

17.0 

68. 1 

Tennessee 

14.  4 

57.  0 

28.6 

Virginia 

100.0 

Wyoming 

9.5 

52.  4 

38. 1 

Unweighted 
Mean 

45.9 

22.9 

47.9 

42.1 

Weighted 
Mean 

37  .  8 

7.4 

30.5 

5  .  2 
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Post-Payment  Review %     Seventeen  states  reported  costs  for 
Post-Payment  Review,   as  for  the  Prior  Approval  area.  In 
terms  of  cost  Post-Payment   was  a  close  second  to  Prior  Approval. 
Post-Payment  consists  of  staff  time  spent  in  analyzing  Post-Payment 
Review  reports  for  patterns  of  improper  utilization  or  other 
possible  improprieties.     Pennsylvania's  $486,554,  was  the  highest 
cost  reported  and  accounts  for  100.0%  of  the  state's  functional 
area  costs.     South  Carolina  and  Colorado  also  reported  large 
expenditures  for  this  type  of  review   ($129,832  and  $111,136  respec- 
tively).    Alabama  reported  that  100.0%  of  its  functional  area 
expenditures  were  in  the  Post-Payment  Review  subf unction. 

The  lowest  reported  cost  was  New  Hampshire's  $2,4  23.  The 
lowest  percentage  of  functional  area  cost  was  0%  reported  by 
four  states. 

ADP.     SUR  ADP  costs  were  the  lowest  reported  for  the  eight 
functional  area  and  only  six  states  reported  costs  in  this  sub- 
function.     Louisiana  had  the  highest  cost  $77,943  and  a  high 
percentage  of  77.5%.     Virginia  reported  that  100.0%  of  its 
functional  area  costs  fell  within  this  subfunction.  Fifteen 
states  which  reported  SUR  data  recorded  no  expenditures  in  this 
subf unctional  area. 

A  final  note  on  SUR  should  be  added.     Three  of  the  twenty 
states  that  provided  SUR  data  had  costs  in  all  subf unctional 
categories.     Nine  states  reported  costs  in  three  categories,  New 
Jersey  having  a  total  cost  of  $842,132  and  six  states  reported 
incurring  costs  in  one  subf unctional  area  only. 

Payment  Recovery 

The  ninth  functional  area,  Payment  Recovery,   collected  data 
related  to  identifying  liabilities  outside  of  Medicaid  and  making 
collections.       It  also     captured     data  concerning  activities 
related  to  collection  from  providers  who  have  been  overpaid. 
Consistent  with  this  data  collection  effort,  Payment  Recovery 
was  divided  into  two  subf unctional  areas :     Third-Party  Recovery 
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TABLE  E-17 


SUBFUNCTIONAL  COSTS  FOR  #9 
PAYMENT  RECOVERY  BY  STATE 


^~~~^-~^Su  b  f  u  n  c  t  i  o  n  s 
States 

Third- 
Party 
Recovery 
($) 

Provider 
Recovery 
($) 

Total 
($) 

Alabama 

11,800 

4, 172 

15,972 

Alaska 

7,609 

— 

7,609 

Colorado 

25, 982 

16, 096 

42, 078 

Connecticut 

— 

23, 813 

23,813 

Dist.  Columbia 

160, 494 

— 

160,494 

Florida 

18,650 



18, 650 

Georgia 

116, 891 

42, 629 

159 , 520 

Iowa 

7,  755 

3,453 

11, 208 

Louisiana 

7,795 

27,026 

34,821 

New  Hampshire 

4,  057 

4,  057 

New  Jersey 

108,633 

-- 

108,633 

North  Carolina 

22, 434 

— 

22,434 

Pennsylvania 

183,442 

183,442 

South  Carolina 

10, 564 

10, 564 

Tennessee 

1,380 

12,8  37 

1    A        *"1  t  ""7 

14 ,217 

Virginia 

5,  849 

5,849 

W.  Virginia 

5,453 

5,453 

Wyoming 

2,435 

922 

3,  357 

Total 

701, 223 

130,948 

832,171 

Mean 

41,248 

16, 368 

46,232 
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TABLE  E-18 


SUBFUNCTIONS  AS  A  PERCENTAGE  OF  FUNCTIONAL 
COST  FOR  #9   PAYMENT  RECOVERY  BY  STATE 


' — ■ — -^^Sub  functions 
States 

Third-Party  Recovery 

(%) 

Provider  Recovery 
(%) 

Alabama 

73.9 

26 . 1 

Alaska 

100.0 

Colorado 

61 .  7 

38.3 

Connecticut 

100.0 

Dist.  Columbia 

100 .  0 

Florida 

100 .  0 

Georgia 

73.3 

26  .  7 

Iowa 

69 .  2 

30  .  8 

Louisiana 

22.4 

77.6 

New  Hampshire 

100  .  0 

New  Jersey 

100.0 

— 

North  Carolina 

100.0 

Pennsylvania 

100.0 

— 

South  Carolina 

100  .  0 

Tennessee 

9.7 

90.3 

Virginia 

100.  0 

West  Virginia 

100.0 

Wyoming 

72.5 

27.  5 

Unweighted 
Mean 

81.3 

52.2 

Weighted 
Mean 

84.3 

15.  7 
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and  Provider  Recovery.     Table  E  -17  shows  the  costs  of  Payment 
Recovery  expenditures  broken    down  by  the  two  subf unctional  areas 
as  reported  by  eighteen -jurisdictions.     Table  E  -  18  displays  the  per 
centage  breakdown  by  subf unctional  area  of  total  functional  cost 
for  each  reporting  state. 

Third-Party  Recovery.     Seventeen  states  reported  costs  for 
third-party  recovery.     Pennsylvania  reported  the  highest  cost 
of  $183,442.     Tennessee  had  the  lowest  reported  cost  in  this 
subfunction   ($1,380).     Ten  of  the  reporting  states  attributed 
100.0%  of  costs  in  this  functional  area  to  the  Third-Party 
Recovery  subfunction.     Connecticut  reported  0%  in  this  subfunction. 

Provider  Recovery.     Eight  states  reported  costs  in  subf unctional 
area  Provider  Recovery.     Georgia  had  the  largest  cost  of  $42,629, 
while  Connecticut  attributed  100.0%  of  its  functional  costs  to 
this  subf unction.     The  ten  states  which  reported  100.0%  for  Third- 
Party  Recovery  necessarily  reported  0%  in  the  Provider  Recovery 
subfunction. 

Fraud  Control 

The  tenth  Functional  Area,  Fraud  Control,   is  divided  into 
two  '    Investigation  and  Prosecution.  Investigation 

consists  of  all  activities  where  potential  fraud  is  suspected  and 
continue  until  the  case  is  disproven  or  brought  to  the  attention 
of  proper  authorities.     Prosecution  consists  of  activities  related 
to  the  prosecution  of  fraud  cases  in  the  Medicaid  Program.  Table 
E  -  19  displays  the  breakdown  of  cost  for  fraud  control    and  Table 
E  -  20   shows  the  costs  as  a  percentage  of  total  fraud  control  costs. 

Investigation.     Fourteen  states  submitted  investigation  cost 
data.     New  Jersey  reportedly  spent  the  most  revenue  on  investiga- 
tion activities,   $182,408.     This  figure  represents  100.0%  of  the 
revenue  spent  by  New  Jersey  in  this  functional  area.     Seven  other 
states  reported  figures  representing  100.0%  of  the  total  revenue 
spent  for  fraud  control. 
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TABLE  E-19 

SUBFUNCTIONAL  COSTS  FOR  #10 
FRAUD  CONTROL  BY  STATE 


^""""~~-«^Su  b  f  u  n  c  t  i  o  n  s 
States  ^^^-^^^ 

Investigation 
($) 

Prosecution 
($) 

Total 
($) 

Alaska 

800 



800 

Arkansas 

3,  092 

_  _ 

3,092 

Colorado 

149, 680 

12, 000 

161,680 

Connecticut 

29, 503 

17, 049 

46 , 552 

Florida 

61, 672 

15,627 

77,299 

Georgia 

69, 928 

69 , 928 

Idaho 

38, 807 

7,895 

46,702 

Massachusetts  50,018 

673, 800 

723, 818 

New  Hampshire  370 

370 

New  Jersey 

182,408 

182,408 

Pennsylvania 

24, 049 

29,879 

53,928 

South  Carolina 

16, 444 

16, 444 

Tennessee 

2,  880 

2,880 

Wyoming 

373 

373 

Total 

630, 024 

756, 250 

1, 386, 274 

Mean 

45, 002 

126, 042 

99,020 
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TABLE  E-2  0 


SUBFUNCTIONS  AS  A  PERCENTAGE  OF  FUNCTIONAL 
COST  FOR  #10  FRAUD  CONTROL  BY  STATE 


• — ^Sub functions 
States  "^^^^^^ 

Investigation 

(%) 

Prosecution 
(%) 

Alaska 

100.0 

Arkansas 

100  .  0 

Colorado 

92.6 

7 .  4 

Connecticut 

63.3 

36 .  6 

Florida 

79.  8 

20.  2 

Georgia 

100.  0 

Idaho 

83.1 

16.9 

Massachusetts 

6.9 

93.1 

New  Hampshire 

100.  0 

New  Jersey 

100.0 

— 

Pennsylvania 

44 .  6 

55.4 

South  Carolina 

100.  0 

Tennessee 

100.0 

Wyoming 

100.0 

Unweighted 
Mean 

83.6 

38.  3 

Weighted 
Mean 

45.4 

54.  6 
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Wyoming  spent  a  low  of  $373,   the  total  expenditure  for  fraud 
control  activities.     Massachusetts     reported    spending  $50,018  or 
the  lowest  percentage  of  the  subf unctional  area  cost  (6.9%). 

Prosecution .     Six  states  reported  prosecution  costs.  Of 
these  states,  Massachusetts  spent  $673,800  or  93.1%  of  the  functional 
area  cost.     Both  of  these  figures  represent  the  highest  data 
reported.     In  total,  Massachusetts  spent  $723,818  on  fraud  control 
for  the  study  period.     Idaho  had  the  lowest  reported  costs  for 
prosecution,   $7,895,  while  eight  states  reported  no  expenditures 
for  prosecution  activities. 

Institutional  Reimbursement 

The  eleventh  functional  area  is  Institutional  Reimbursement. 
This  area  is  divided  into  three  subf unctional  areas.     The  first, 
Rate  Setting,   includes  the  costs  of  state  rate-setting  commission 
allocable  to  Medicaid.     The  second,  Hospital  Cost  Settlement  and 
Audit,  consists  of  activities  related  to  the  receipt  and 
disposition  of  a  hospital's  cost  settlement  report  to  final 
settlement.     Long-Term  Care:     Cost  Settlement  and  Audit,  the 
third  subf unctional  area,   consists  of  activities  related  to  the 
receipt  and  disposition  of  a  LTC  facilities  cost  settlement  report. 
Table  E  -  21    displays  the  subf unctional  costs  for  institutional 
reimbursement  and  Table  E  -  22  shows  these  costs  as  a  percentage 
of  total  institutional  reimbursement  costs. 

Rate  Setting.     North  Carolina  reported  the  highest  costs 
for  rate  setting  at  $212,603  or  100.0%  of  the  functional  area  cost. 
Two  other  states,  Conneticut  and  Massachusetts,  reported 
figures  which  were  100.0%  of  the  total  revenue  spent  for  rate 
setting.     Iowa  reported  the  lowest  figures  at  $441,  representing 
1.0%  of  the  functional  area  cost. 
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TABLE  E-21 

SUBFUNCTIONAL  COSTS  FOR  #11 
INSTITUTIONAL  REIMBURSEMENT  BY  STATE 


States  ^-s. 

Kdte 

Setting 
($) 

Hospital 
Cost 

oettieiuent 
&  Audit 
($) 

LTC 
Cost 

Settlement 
&  Audit 
($) 

Total 
($) 

Alabama 

5,001 

19,  680 

135, 904 

160, 585 

Alaska 

— 

— 

27,890 

27, 890 

Arkansas 

— 

— 

3,  316 

3,  316 

Colorado 

31,273 

51, 747 

55,040 

138, 060 

Connecticut 

19,852 

— 

19,852 

Florida 

79, 202 

39,601 

39,601 

158, 404 

Georgia 

62,271 

46, 381 

170,067 

278, 719 

Idaho 

2,975 

7,  500 

33, 600 

44, 075 

Iowa 

441 

— 

44,000 

44,441 

Louisiana 

42, 338 

4,119 

46,457 

Massachusetts 

11,122 

11,122 

New  Hampshire 

— 

13,372 

22,623 

40,995 

New  Jersey 

192,968 

72, 994 

183,643 

449, 605 

North  Carolina 

212,603 

212, 603 

Pennsylvania 

58, 391 

155,114 

213, 505 

South  Carolina 

5,  347 

43,193 

61, 583 

110, 123 

Tennessee 

21,418 

21,418 

Virginia 

1,783 

8,  542 

25, 058 

35, 383 

West  Virginia 

33,083 

12, 741 

45, 824 

Wyoming 

253 

872 

1,125 

Total 

683, 229 

383, 684 

996, 589 

2,  063,  502 

Mean 

52, 556 

31, 974 

1 

58, 623 

"^\103^^^ 
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TABLE  E-2  2 


SUBFUNCTIONS  AS  A  PERCENTAGE  OF  FUNCTIONAL 
COST  FOR  #11   INSTITUTIONAL  REIMBURSEMENT 

BY  STATE 


Subfunctions 
States-^. 

Rate 
Setting 

(%) 

Hospital 
Cost 
Settlement 
and  Audit 
(%) 

LTC  Cost 
Settlement 
and  Audit 

(%) 

Alabama 

3.1 

12.  3 

84  .  6 

A -La  SAd 

— 

100.0 

Arkansas 

100.  0 

Colorado 

22.7 

37.4 

39.  9 

Connecticut 

100.  0 

— 

— 

Florida 

50.0 

25.0 

25.0 

Georgia 

22.3 

16.6 

61.0 

Idaho 

6.7 

17.0 

76.2 

Iowa 

1.0 

— 

99.0 

Louisiana 

— 

91.1 

8.9 

Massachusetts 

100.  0 

— 

— 

New  Hampshire 

— 

44.8 

55.2 

New  Jersey 

42.9 

16.2 

40.8 

North  Carolina 

100.0 

Pennsylvania 

27.  3 

— . 

72.7 

South  Carolina 

4.9 

39.2 

55.9 

100  0 

J.  V  V   •  V 

Virginia 

5.0 

24.1 

70.8 

West  Virginia 

72.2 

27.8 

Wyominq 

22.  5 

77.5 

Unweighted 
Mean 

37.4 

54  .  8 

64  .4 

Weighted 
Mean 

33  . 1 

18  .  6 

48  .  3 
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Hospital  Cost  Settlement  and  Audit  Cost  Settlement 

Hospital  Cost  Settlement  and  Audit  Cost  Settlement  varied 
in  cost  from  a  low  of  $253,  by  Wyoming,   to  a  high  of  $72,994, 
reported  by  New  Jersey.     Louisiana's  91.1%  of  the  functional  area 
cost  was  the  highest  reported,  while  the  12.3%  reported  by  Alabama 
was  the  lowest.     Eight  states  reported  no  expenditures  for  hospital 
and  audit  cost  settlement. 

LTC;     Cost  Settlement  and  Audit.     New  Jersey,  Georgia, 
Pennsylvania  and  Alabama  all  report  costs  in  this  subfunctional 
area  above  $100,000,  New  Jersey's  $183,643  being  the  largest  cost 
reported.     Wyoming  reported  the  lowest  cost,   $872.     Alaska,  Ar- 
kansas and  Tennessee  reported  cost  figures  which  represent  100% 
of  costs  in  the  area,  while  Louisiana-    reported  the  lowest  percentage 
of  8.9%.   Connecticut,  Massachusetts  and  North  Carolina  reported 
no  expenditures  in  this  subfunctional  area. 
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F .      COST  BY  TYPE 

Disaggregation  of  Total  Costs  into  Personnel,   Other  Direct  Costs 
and  Indirect  Costs 

The  preceding  discussion  centered  around  total  costs  for 
functional  and  subfunctional  areas  without  regard  to  the  nature 
of  the  items  purchased  by  these  expenditures.     In  reality,  there 
is  considerable  value  in  examining  variations  in  the  expenditure 
patterns  across  the  responding  states.     For  example,   states  may 
administer  certain  areas  with  considerable  variation  in  the  mixes 
of  personnel,   equipment,  expendable  supplies,  office  space,  etc. 
At  some  point  it  would  be  of  interest  to  be  able  to  examine  pos- 
sible relations  between  these  mixes  of  inputs  and  various  efficiency 
measures  such  as  cost  per  Medicaid  recipient. 

Obviously  the  inputs  into  administering  Medicaid  must  be 
described  at  a  somewhat  aggregated  level.     Our  data  collection 
effort  asked  the  respondents  to  disaggregate  their  subfunctional 
area  costs  into  Personnel  Costs    (salary  and  fringe) ,   Other  Direct 
Costs    (both  facility  and  non- facility  related) ,   and  Indirect 
Costs   (both  facility  and  non-facility  related) . 

Tables  F-l  and  F-2  display  total  Medicaid  administrative 
costs  by  type  in  terms  of  actual  costs  reported  and  percent  of 
total  administrative  costs.     Direct  costs  include  personnel  (salaries, 
wages  and  fringe)   and  other  direct  costs,   such  as  travel,  supplies, 
postage  and  facility-related  costs  which  are  directly  assignable 
to  a  particular  functional  area.     For  the  23  states  included  in  this 
analysis,   direct  costs  accounted  for  an  average  of  84.8%  of  total 
Medicaid  administrative  costs,  with  personnel  costs  comprising  55.5% 
of  this  amount. 

Personnel  costs  ranged  from  $48,048   (Wyoming)   to  $10,971,222 
(Pennsylvania),   and  accounted  for  from  26%    (Wyoming)    to  93.8%  (Iowa) 
of  total  administrative  costs.     Total  direct  costs  ranged  from 
$63,611   (Wyoming)    to  $13,926,430    (Pennsylvania),   and  the  percentage 
of  total  Medicaid  administrative  costs  varied  from  34.5%  (Wyoming) 
to  100%   (Iowa  and  Louisiana) . 
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Twenty- three  states  reported  indirect  costs,  which  averaged  15.7% 

of  total  Medicaid  administrative  costs.     This  percentage  ranged 
from  0.2%   (Idaho)   to  65.5%   (Wyoming).     Actual  indirect  costs 
reported  varied  from  zero  values   (Iowa,   Louisiana  and  North 
Carolina)   to  Florida's  high  of  $2,013,572. 

Some  specific  anomalies  in  the  data  merit  discussion  here. 
Maryland  had  high  values  for  non-facility  related,  other  direct 
costs  which  possibly  serves  to  distort  their  direct  cost  percentage 
of  total  costs.     For  example,    $1,482,589  of  the  $1,637,915  total 
direct  costs  in  beneficiary  services  were  labeled  Non-Facility 
Related,   Other  Direct.     Massachusetts  also  had  high  values  for  Non- 
Facility  Related  Direct  Costs  especially  in  the  Claims  Processing 
area.     For  example,   $2,650,838  out  of  $3,145,309  of  Claims  Processing 
Direct  Costs  fell  in  this  category,   and  $152,077  out  of  $218,129. 
In  total,  over  half  of  their  Direct  Costs  were  Non-Facility  Related, 
Other  Direct  Costs. 

Wyoming  on  the  other  hand  apparently  understated  their  personnel 
and  fringe  costs  which  caused  their  "total  direct"  percentage  of 
total  costs  to  be  low.     This  is  apparent  because  there  are  numerous 
areas  where  personnel   (FTE's)   are  reported  but  no   (or  extremely 
low)   salary  costs  are  reported.     For  example,   under  Beneficiary 
Services  2.9  2  FTE's  are  reported  but  salary  and  fringe  costs  reported 
are  only  $1,039.     This  implies  an  annual  salary  of  only  about  $1,200 
per  FTE. 

The  preceding  discussion  should  give  the  reader  the  impression 
that  not  much  confidence  can  be  placed  in  many  states '  disaggre- 
gation of  costs  into  direct  or  indirect  categories.     Our  best  guess 
is  that  reasonable  values  were  reported  by  eight  jurisdictions  (Alaska 
Colorado,  Florida,  Maryland,  New  Hampshire,   Puerto  Rico,  South 
Carolina  and  West  Virginia) .     If  their  data  are  averaged,   a  simple 
mean  of  about  77%  of  all  administrative  costs  were  expended  on 
total  direct  costs  leaving  a  simple  average  of  23%  of  costs  expended 
on  indirect  costs.     On  a  weighted  cost  basis  the  average  (weighted) 
percentage  of  total  cost  incurred  for  the  eight  states  listed  above 
is  79.9%.     Therefore,   the  impact  of  the  size  of  the  state  Medicaid 
operation  does  not  seem  to  have  an  appreciable  effect  on  the  direct 
cost  percentage  of  total  cost  for  this  set  of  eight  states . 
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TABLE  F-l 

BREAKOUT  OF  COSTS  DIRECT,  INDIRECT,  ETC. 


^*^-^Costs 
States  — 

Total 
Cost 

Personnel 
(Salary  Plus  Fringe) 

Other 
Direct 

Total 
Direct 

Indirect 

Alabama 

2,409,660 

834, 657 

1,555,003 

2,389,660 

20,000 

Alaska"'" 

437,455 

225,562 

28,771 

273,372 

164,083 

Arkansas 

1,713,321 

1,036,272 

397,906 

1,434,178 

279,143 

Colorado 

3,129,220 

1,948,562 

557,723 

2,506,285 

622,935 

Connecticut 

2,961,603 

1,790,202 

1,023,216 

2,813,218 

148,185 

Dist.  of 
Columbia 

1, 875, 681 

1,182,584 

400, 961 

1,583,545 

292,136 

Florida 

"7    o  a  i   m  n 

/ , 347,219 

J , U4 / ,  / Zl 

2,285,925 

5,333,647 

2,013,572 

Georgia 

A      O  *1  A     r  r  r 

4,820,555 

2,751,940 

1,807,634 

4,559,574 

260,981 

Idaho 

444 , 478 

427 , 383 

871, 861 

Z ,  lUo 

Iowa 

O    C  "3C  QOO 

2,4/2,  Ulb 

lbo,  O  /4 

2,635, 889 

-0- 

Louisiana 

J,  U44  ,  b  /b 

J ,  U44  ,  b  /b 

-0- 

0, U44 , 0  /b 

-0- 

Maryland 

A     OCT  iTQC 

4 , zbl , byb 

1,514,159 

2, 412, 302 

3,926,461 

Massachusetts 

b ,  oy_>,4  J4 

O    OT/I     /I  "30 

2 , oz4 , 4 J2 

O    7  Q*7  Ten 

J , iy  / , 2bU 

b , U21, by2 

8  /  J,  /42 

New  Hampshire 

836, 676 

279,140 

120,690 

399, 830 

436, 846 

New  Jersey 

d , 503, 262 

2,435,230 

3,958,102 

6,393,332 

109, 930 

N.  Carolina 

b , Ubb ,  /b4 

1             C     Q  C  "3 

1 ,  3±b  ,  nb  J 

4 ,  /bU ,  yii 

C    C\CC  HCA 

b , Ubb ,  /b4 

-0- 

Pennsylvania 

14,332,031 

10,971,222 

2,955,208 

7  ">     <"V7/~      4  O  f\ 

13,926,430 

405, 601 

Puerto  Rico 

916,612 

787,996 

60,560 

848,556 

bo , Ubb 

S.  Carolina 

4,427,986 

2,139,701 

DDI , 44o 

byi ,  -L4y 

"7  3C    O  "3"7 

2 

Tennessee 

2,727,865 

1,310,941 

372,037 

1,772,234 

14,533 

Virginia 

3,036,507 

2,201,828 

657,117 

2,858,945 

177,562 

W.  Virginia 

1,343,970 

999,783 

207,180 

1,166,963 

177,007 

Wyoming 

184,475 

48,043 

15,563 

63,611 

120,864 

Total 

82,782,425 

606,902 

906,774 

74,581,971 

7,259,356 

Unweighted 
Average 

3,599,236 

1,982,909 

1,313,944 

3,242,694 

362,968 

Median 

2,961,603 

1,514,159 

657,117 

2,635,889 

292,136 

1/  Total  Direct  includes  $19,039  (#6-H;  Provider  Services,  Dental).    Fiscal  agent  did 
not  provide  breakout  data  as  to  Personnel  or  Other  Direct  Costs  for  this  amount. 


2/  Totals  do  not  add  due  to  lack  of  breakout  data  provided. 

Total  Direct  includes  $89,256  (#6E;  Provider  Services).    Fiscal  agent  did  not  pro- 
vide breakout  data  as  to  Fringe  or  Other  Direct  Costs  associated  with  this  category. 
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TABLE  F-2 
COSTS  BY  TYPE  IN  PERCENTAGES 


' — - — ^C_osts 
states  ~ —   

Personnel 

Other  Direct 

Total  Dirpct 

Tn<"3  "i  rprt 

-1_  X  L        ~i—  J—  v— ' 

Alabama 

34  .  6 

64.5 

99.  2 

0.8 

Alaska 

51.6 

6.6 

62.5 

37  .  5 

Arkansas 

60 .  5 

23.2 

83,7 

16  .  3 

Colorado 

£  T  ■"> 

oz.  3 

17. 8 

80.1 

19.9 

Connecticut 

60.4 

34  .  5 

95.0 

5.0 

Dist.  Columbia 

63.0 

21.  3 

84.4 

15.6 

Florida 

41.5 

31.1 

72.6 

27  .  4 

Georgia 

57.1 

37.5 

94  .6 

5.4 

Idaho 

50.9 

48.9 

99  .8 

0.2 

Iowa 

93.8 

6.2 

100.0 

-0- 

Louisiana 

100.  0 

-0- 

100.0 

-0- 

Maryland 

35.5 

56.6 

92.1 

7  .  9 

Massachusetts 

41 .  0 

4  6.4 

87.3 

TO  "7 

New  Hampshire 

33.4 

14.4 

47.8 

52  .  2 

New  Jersey 

37.4 

60.9 

98  .  3 

1.7 

North  Carolina 

21 .  7 

78  . 3 

100.  0 

-0- 

Pennsylvania 

76.6 

20.6 

97.2 

2 . 8 

Puerto  Rico 

36.0 

6.6 

92.6 

7  .  4 

South  Carolina 

3  5.0 

83.4 

16  .  6 

Tennessee 

48.1 

13  ..  6 

65.0 

0  .  5 

Vircrinia 

72.5 

21 .  6 

94  . 2 

5.8 

West  Virginia 

74  .  3 

15.4 

86.8 

13.1 

Wyoming 

26.0 

8.4 

34  .  5 

65.5 

Unweighted 
Average 

55.5 

30.4 

84  .  8 

15.7 

Weighted  Mean 

55.1 

34  .  9 

90.1 

8  .  8 
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G.      SALARIES  AND  FULL-TIME  EQUIVALENT  PERSONNEL 

This  section  is  a  discussion  of  the  personnel  assigned  in  each 
state  to  staff  the  various  Medicaid  administrative  functions.  Our 
discussion  is  somewhat  limited  by  the  data  reported,   and  the  reader 
is  again  cautioned  not  to  attempt  to  make  a  simple  extrapolation  to 
the  universe  of  Medicaid  jurisdictions.     Data  reported  is  in  the 
form  of  full-time  equivalent  staff   (FTE's)    employed  in  each  of  the 
twelve  functional  and  numerous  subf unctional  areas.     The  only  sub- 
functional  area  which  was  consistently  not  reported  involved  FTE's 
for  fiscal  agent  claims  processing   (areas  7. A. 2  and  7.B.2).  Nearly 
every  jurisdiction,    (except  Pennsylvania)   reported  some  staffing 
data.     However  only  eight  jurisdictions   (Colorado,   District  of 
Columbia,  Florida,   Georgia,  Maryland,  New  Hampshire,  West  Virginia 
and  Wyoming)   reported  staffing  data  for  every  functional  area  in 
which  they  show  costs.     We  have  restricted  any  analysis  of  staffing 
data  to  just  those  states  who  reported  both  cost  and  staffing  data 
because  of  the  probability  that  costs  per  FTE  and  total  number  of 
personnel  employed  may  be  distorted  in  those  states  which  reported 
just  the  cost  data   (without  staffing  data)    for  certain  functional  areas 

The  following  table   CTable  G-l)    shows,   for  each  state,  the 
functional  areas  in  which  cost  data  was  submitted  without  personnel 
data   (in  FTE's).     The  states  with  the  dashed  lines  represent  those 
states    (listed  above)    for  which  our  subsequent  analyses  apply. 

Annual  Salary  Per  FTE 

Table  G-2  displays,  by  functional  areas,   the  average  annual 
salary  per  FTE.     The  range  covered  by  this  salary  data  is  rather 
large  given  that  the  highest  average  salary  per  FTE  for  a  functional 
area  is  half  again  as  large  as  the  lowest  average  salary  per  FTE. 
For  functional  area  #11,   Institutional  Reimbursement,   $16,9  27  was 
computed  to  be  the  average  salary  per  FTE.     Area  #7,   Claims  Pro- 
cessing had  the  lowest  average  annual  salary  per  FTE,  $10,877. 
Between  these  two,   the  other  average  salaries  were  distributed 
rather  evenly  with  seven  of  the  functional  areas  having  salary 
averages  of  $13-15,000  per  FTE. 
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TABLE  G-l 


Total  Personnel  And  Functional  Areas 
Having  Cost  Data 


Reported 
FTEs 


States 


Alabama 


Alaska 


Arkansas 


Colorado 


Connecticut 


Dist.  of 
Columbia 


Florida 


Georgia 


Idaho 


Iowa 


Louisiana 


Maryland 


Massachusetts 


New  Hampshire 


New  Jersey 


North  Carolina 


Pennsylvania 


Puerto  Rico 


South  Carolina 


Tennessee 


Virginia 


West  Virginia 
Wyoming  


Total 
FTE  1  s 


200  .  0 


418.  3 


443  .7 


Functional  Areas  With  Cost 
Data  But  No  FTE  Data 


2,  3, 6,10 


11 


500  .0 


259.  7 


826.  8 


764  .  3 


101.1 


533.  3 


452,5 


671.  5 


163.5 


478  .9 


140.0 


564  .  0 


480  .8 


321.6 


216.0 


377.0 


24.0 


2,6,10 


Could  not  determine  FTE 1 s  for 
any  Functional  Areas  


7,11 


3,6,7 


2,3,7 


1,2,3,4,7,9,10,11 


2,7 


11,12 


Key : 

1,  General 
Administratio 

2.  Training 

3'.  Beneficiary 
Services 

4.  Quality 
Control 

5.  EPSDT 

6.  Provider 
Services 

7.  Claims 
Processing 

S-.  S/UR 

9.  Payment 
Recovery 

10.  Fraud 
Control 

11.  Institutiona 
Reimburse- 
ment 

12.  Non-Insti- 
tutional 
Reimburse- 
ment 
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TABLE  G-2 


AVERAGE  ANNUAL  SALARY  PER  FTE  BY 
FUNCTIONAL  AREAS 


Functional  Areas 

iiveiaue  Annual 
Salarv  Per  FTBfS) 

To  Derive 

1.  General  Administration 

15, 591 

21 

2.  Trainina 

14,412 

8 

3.   Beneficiarv  Services 

13, 682 

14 

4.  Quality  Control 

11, 927 

18 

5.  EPSDT 

14  ,  298 

18 

6.  Provider  Services 

13, 754 

17 

7.  Claims  Processing 

10,877 

14 

8.  Surveillance  and 
Utilization  Review 

14, 654 

19 

9 .  Payment  Recovery 

13, 265 

18 

10.  Fraud  Control 

15, 384 

10 

11.   Institutional  Reimbursement 

16,927 

15 

12.  Non-Institutional  Reim- 
bursement 

13,869 

6 

*  The  number  of  usable  observations  changes  based  on  our 
editing/outlier  analysis  described  in  Section  II. 
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It  is  probably  useful  to  suggest  reasons  for  the  high  salary 
areas.     Fraud  Control  as  defined  for  this  study  consisted  of 
investigation  and  prosecution.     It  did  not  include  the  searching 
out  of  possible  fraud  situations.     As  such,   it  was  a  functional 
area  that  required  a  small  number  of  personnel  with  specific 
skills.     Obviously  the  staff  needed  to  mount  a  successful 
prosecution  will  have  to  be  highly  trained  professionals.  The 
same  is  true  for  investigative  staff.     The  skills  of  many  diverse 
disciplines  may  be  called  upon  during  a  fraud  investigation.  For 
these  reasons  the  average  salary  per  FTE  for  Fraud  Control  is 
relatively  high. 

General  Administration,  particularly  the  subcategory  "Other", 
is  a  catchall  for  the  entire  administration  of  the  Medicaid  Program. 
Organizationally,  many  of  the  higher  administrators  do  not  have 
specific  assignments  which  allow  for  the  assignment  of  their  time 
to  specific  functional  areas.     These  usually  are  included  under 
General  Administration,   Other.     Additionally,   the  reports  included 
under  General  Administration  are  completed  by  mid-level  managers 
with  minimal  support.     As  a  result  of  these  factors,  General 
Administration  has  one  of  the  higher  average  salaries  per  FTE. 

Institutional  Reimbursement  has  the  highest  average  salary  per 
FTE  for  reasons  similar  to  those  affecting  Fraud  Control.     It  is  not 
a  labor-intensive  effort  but  rather  a  functional  area  where  a 
number  of  well-trained  professionals  perform  the  required  tasks. 
These  tasks  include  the  setting  of  rates  for  hospitals  and  long-term 
care  facilities,   the  settlement  of  claims  and  the  auditing  of  these 
facilities.     Activities  of  these  kinds  require  more  qualified 
personnel  and  therefore  the  average  salary  per  FTE  is  higher. 

The  three  functional  areas  on  the  lower  end  of  the  scale  have 
a  number  of  common  attributes.     Claims  Processing   ($10,877),  Quality 
Control   ($11,927),   and  Payment  Recovery   ($13,265)   are  all  areas  that 
traditionally  have  been  labor-intensive.     This  is  changing  as 
states  move  to  automated  systems  but  these  areas  still  require  a 
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great  deal  of  manual  support.    ^The  level  of  this  support  remains, 
basically,   at  the  clerk  and  line  manager  level.     More  technically- 
oriented  staff  are  being  brought  into  these  areas  as  automation 
becomes  the  rule,  but  their-  higher  salaries  are  more  than  offset  by 
the  legion  of  clerks  still  needed  to  perform  the  tasks  associated 
with  these  areas.     For  these  reasons,   these  three  functional  areas 
have  the  lowest  average  annual  salaries  per  FTE. 

As  a  final  look  at  salaries  per  full-time  equivalent  staff 
(FTE),  we  will  examine  the  differences,  if  any,  between  salaries 
paid  to  claims  processing  employees  in  states  with  fiscal  agents 
compared  to  in-house  claims  processing  employee  salaries.  Data 
for  the  fiscal  agent  states  was  only  available  for  three  states 
(Florida   ($5,302),   Iowa,    ($2,225),  and  South  Carolina,  ($1,565), 
and  their  quarterly  average  salary  per  FTE  is  $3,031.  This 
implies  an  annual  salary  of  $12,12  3;     The  eight  "In-House" 
processing  states  for  which  we  had  data  reported  a  sal- 
ary ratio  of  $2,876  which  implies  an  annual  salary  is  $11,504. 
Therefore,   it  would  appear  that  the  salaries  paid  administrative 
personnel  in  claims  processing  do  not  seem  to  vary  according  to 
whether  the  claims  are  processed  by  the  state  or  by  a  fiscal  inter- 
mediary.    This  observations  is  quite  tentative,  however,  due  to  the 
small  number  of  observations. 
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FULL-TIME  EQUIVALENT  PERSONNEL 

The  reporting  of  full-time  equivalent  persons    (FTE's)  was 
critical  to  increasing  the  understanding  of  manpower  allocations 
across  administrative  functions.     Many  of  the  states  which 
responded  provided  as  much  FTE  data  as  possible.     The  eight  states 
listed  on  Table  G-3  were  able  to  report  FTE  data  for  each  func- 
tional area  in  which  they  reported  a  cost.     The  other  states, 
though  providing  cost  data,   did  not  submit  complete  FTE  data  and, 
therefore,   they  could  not  be  used  for  this  analysis. 

In  terms  of  gross  FTE's,  Florida  and  Georgia  reported  the 
largest  totals:     826.8  and  764.3,   respectively.     The  area  consuming 
the  most  FTE's  for  each  of  these  states  was  Beneficiary  Services. 
Two  other  states  also  reported  their  largest  concentration  of 
employees  in  this  area.     The  other  four  states  on  Table  G-3 
reported  their  highest  allocations  of  FTE's  in  Claims  Processing. 
The  functional  areas  reporting  the  lowest  number  of  FTE's  employed 
varied  from  to  state  to  state   (five  different  low  areas  for  eight 
states).     Training,  however,  was  a  consistently  small  area  for  total 
FTE's  employed. 

Table  G-4  shows  the  FTE's  reported  in  the  previous  table  as 
percentages  of  the  reporting  state's  total.     The  highest  reported 
percentage  of  FTE's  was  62%  for  Beneficiary  Services  in  the 
District  of  Columbia.     That  number  is  probably  biased  because  the 
District  did  not  report  costs  for  five  of  the  functional  areas. 
The  second  highest  percentage  reported  was  45%  of  the  FTE's 
allocated  to  Maryland's  Claim  Processing.     With  the  exception  of 
the  District  of  Columbia  reporting  states  had  similar  patterns 
of  distribution  for  their  FTE's. 
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H.      OTHER  INDICATORS 

Analysis  of  Administrative  Costs  as  Percentages  of  Medical  Assis- 
tance Payments  and  Cost  Per  Recipient 

Table  H-l  displays  Medicaid  administrative  costs  in  relation 
to  Medical  Assistance  Payments   (MAP)   and  number  of  Medicaid  recip- 
ients.    This  analysis  provides  a  perspective  on  the  magnitude  of 
administrative  expenditures.     Administrative  costs  per  recipient 
per  month  varied  from  a  low  of  $5.01  in  Massachusetts  to  a  high  of 
$36.27  in  Alaska.     In  general,   small  states   (characterized  by  low 
MAP  and  fewer  than  100,000  recipients  per  month)   had  a  higher  ratio 
of  administrative  costs  to  MAP  and  a  higher  administrative  cost  per 
recipient  per  month.     Alaska,   Idaho  and  Wyoming  are  examples  of 
this  phenomenon.     Large  states,   such  as  Massachusetts  and  New  Jersey 
tended  to  have  lower  administrative  costs  per  recipient  per  month 
and  a  lower  percentage  of  administrative  costs  to  total  MAP. 

We  will  now  examine  administrative  costs  incurred  by  the 
states  as  compared  to  the  amount  of  Medical  Vendor  Payments  paid  out  by 
each  state  state.     The  data  for  this  examination  is  also  found  in  Table 
H-l.     The  fifth  column  reflects  the  percentage  of  Medicaid  administrative 
costs  as  compared  to  medical  vendor  payments  for  each  state  reported. 
There  is  considerable  variation  in  these  percentages  with  a  range 
of  2.63%  for  Massachusetts  to  9.17%  for  South  Carolina.     We  urge  cau- 
tion in  the  use  of  the  administrative  cost/vendor  payment  ratio.  A 
prudent  investment  in  additional  administrative  dollars  to  prevent 
erroneous  benefit  payments  tends  to  make  this  ratio  look  worse  instead 
of  better. 

The  variations  in  the  administrative  cost  per  recipient  may  re- 
late to  one  or  more  explanatory  variables.     One  of  the  more  likely  areas 
to  examine  is  whether  or  not  these  percentages  vary  with  the  number  of 
recipients.     A  simple  test  of  this  question  is  presented  in  Table  H-2 
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TABLE  H-l 

ADMINISTRATIVE  COSTS  AS  A  PERCENT  OF  MEDICAL  ASSISTANCE 


~~"^>^  Costs 
States 

Total 

Costs  for 
Quarter 

Medical 
Assistance 
Payments  (MAP)* 
Quarter 

Average 
No .  of 
Recipients 
Per  Month** 

Administrative 
Cost  Percentages 

of  MAP  (%) 

Administrative 

Costs  Per 
Recipient  Per 
Month  r$, 

Alabama 

2,409,660 

69,747 

158,302 

3.45 

5.06 

Alaska 

437,455 

6,914 

4,020 

6.30 

36.27 

Arkansas 

1,713,321 

48,338 

105,370 

3.5 

5.39 

Colorado 

3,129,220 

38,826 

61,965 

3.1 

16.98 

Connecticut 

2,961,603 

72,065 

106,473 

4.1 

9.27 

District  of 
Columbia 

1,375,681 

36, 793 

52, 348 

5.09 

11.94 

Florida 

7, 347,219 

89,412 

N.R. 

8.  21 

— 

Georgia 

4 , 320, 555 

104, 328 

195.219 

4.62 

8.23 

Idaho 

873, 969 

11,268 

17.007 

7.  75 

17.12 

Iowa 

7  QQQ 

50 , 884 

80,760 

5 . 18 

10.  87 

Louisiana 

J , 100 ,*mO 

aZ , 786 

185,225 

Maryland 

A    7C1  £Q£ 

Q7    O  1  Q 

111 , 229 

5  . 1 J 

12.77 

Massachusetts 

S9S  A~KA 

430,080 

7    A  7 
L  .  0  j 

5.01 

New  Hampshire 

A7A 
□jo ,0/0 

lj  ,  I  Jo 

20, 283 

S     S  7 

7.18 

New  Jersey 

o , dUJ, 2oz 

306 , 202 

7    7  A 
J  •  /O 

7  .  u  7 

Nortn  uaroiina 

6   Dfiri  7fi4 

87  703 

1^7  Q 

4 . 87 

9  07 

Ohio 

8,323,304 

155,511 

305,527 

5.35 

9.08 

Pennsylvania 

14,332,031 

274,286 

325,293 

5.22 

14.68 

Puerto  Rico 

916,612 

South  Carolina 

4,427,986 

48,284 

109,507 

9.17 

13.47 

Tennessee 

2,727,865 

86,165 

154,464 

3.10 

5.  76 

Virginia 

3,036,507 

72,673 

126,878 

3.93 

7.50 

West  Virginia 

1,343,970 

26,240 

70,055 

5.12 

6.39  • 

Wyoming 

184,455 

2,923 

2,851 

6.31 

21.56 

Average 

3,449,268 

31,787 

140,359 

5.29 

11.46 

source:     HCFA-64 ,   second  quarter  FY  19  79 
note:   1.  data  are  preliminary  and  unedited 
2.  in  thousands  of  dollars 


**     source:     monthly  recipients  for  January,  February,  and  March   ('79)  as 
reported  on  HCFA-120's 
note:   1.  data  are  preliminary  and  unedited 
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which  shows  two  groups  of  observations  of  administrative  cost  per  re- 
cipient and  their  respective  rank  number  of  recipients.     The  ranking 
assigns  the  low  rank  to  the  state  with  the  largest  recipient  popula- 
tion,  and  so  on.     The  observations  are  partitioned  at  the  median  cost  per 
recipient  value  and  the  mean  ranking  of  the  corresponding  set  of 
recipient  population  sizes  is  found  for  each  of  the  two  groups  of 
data.     For  the  high  cost  per  recipient  group  the  mean  size  ranking 
is  16.1  whereas  for  the  low  cost  per  recipient  state,   the  mean 
size  ranking  is  9.7.     Although  this  test  is  not  extremely 
rigorous,   it  does  suggest  that  large  cost  per  recipient  states 
are  associated  with  small  recipient  populations,   and  conversely 
for  small  cost  per  recipient  states. 
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TABLE  H-2 


COMPARISON  OF  RANKINGS  OF  STATE'S  ADMINISTRATIVE  COST 
PER  RECIPIENT  VERSUS  RANKING  OF  NUMBER  OF  RECIPIENTS 


Observations  Above  the  Mec 

tian  Cost 

Observations  Below  the  Median  Cost 

State 

Cost/ 
Recipient 
($) 

Ranking  of 

Recipient 

Population 

State 

Cost/ 
Recipient 
($) 

Ranking  of 

Recipient 

Population 

Alaska 

36.27 

22 

Ohio 

9.08 

5 

Wyoming 

21.56 

23 

N.  Carolina 

9.  03 

9 

Idaho 

17  .12 

21 

Georgia 

8.23 

6 

Colorado 

16.  98 

18 

Virginia 

7.50 

11 

Pennsylvania 

14.68 

3 

N.  Hampshire 

7.18 

20 

S.  Carolina 

13.47 

13 

N.  Jersey 

7  .  07 

4 

Maryland 

12.77 

12 

W.  Virginia 

6.39 

17 

Dist.  Columbia 

11.  94 

19 

Tennessee 

5.76 

10 

Iowa 

10.37 

16 

Arkansas 

5.39 

15 

Connecticut 

9.  27 

14 

Alabama 

5  .  06 

3 

Massachusetts 

5.  01 

2 

Total 

161 

107 

Mean 

Ranking  of 
State's  Recip- 
ient Population 

16.1 

9.7 
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I.      SPECIAL  ANALYSES 

This  section  includes  discussion  of  five  areas: 

Eligibility  Determination  and  Redetermination;  EPSDT;  Utilization 
Review;   Claims  Processing  Workload;   and  Claims  Processing  Costs. 
Eligibility  determination  cost  and  staff  ratios  are  examined  by 
category.     The  range  presented  by  reporting  states  is  discussed. 
The  cost  per  screening  and  the  screens  per  quarter  are  investigated 
in  the  discussion  on  EPSDT.     In  an  examination  of  workloads  and 
costs  in  the  utilization  review  process,   the  three  types  of  reviews 
for  each  of  the  twelve  categories  of  claims  are  dealt  with  briefly. 
The  fourth  part  of  this  section  enumerates  each  type  of  claim  and 
presents  information  reported  by  state  on  claims  paid  and  claims 
denied.     The  final  section,   1-5,   analyzes  claims  processing  in 
terms  of  the  costs  per  line  item. 
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Analysis  of  Eligibility  Determinations  and  Redeterminations 

The  areas  of  Eligibility  Determination  and  Redetermination 
(Functional  Areas  3A  and  3B)   were  the  subject  of  four  specific 
workload  data  questions.     These  questions  asked  each  jurisdiction 
to  report  the  number  of  eligibility  redeterminations  made  for 
"Aged,  blind,   disabled,"   "Other  categorically  eligible  and  "Medical 
needy"  and,   also,   the  number  of  eligibility  redeterminations  made. 
Only  eleven  states  reported  data  extensive  enough  to  include  here, 
as  shown  in  the  following  Table  I-l-a.     This  table  shows  the  de- 
terminations workload  broken  out  into  the  three  categories  and  the 
total  number  of  redeterminations.     Because  these  aggregate  numbers 
will  vary  primarily  due  to  the  Medicaid  population  of  the  state, 
it  is  not  meaningful  to  make  comparisons  of  this  data  alone. 

However,   it  does  seem  useful  to  examine  one  or  two  ratios 
which  can  be  derived  from  the  table.     First,   it  would  appear 
reasonable  to  expect  a  fairly  constant  ratio  of  determinations  to 
redeterminations  assuming  the  state  has  not  had  a  large  Medicaid 
population  change  during  the  average  period  of  time  between 
determination  and  redetermination.     This  ratio  of  redeterminations 
to  determinations  may  also  be  expected  to  be  approximated  by  the 
total  sample  ratio  of  0.62    (i.e.    180,581/292,145).     Looking  at  the 
individual  state  data  we  observe  quite  large  variations  about 
this  mean  value  of  0.62.     This  ratio  varies  from  0.39  for  Iowa 
to  7.60  for  Georgia. 

The  row  headed  cost/determination  reveals  dollar  amounts 
ranging  from  Florida's  low  of  $2.45  to  Georgia's  high  of  $1354.08. 
Idaho  and  New  Hampshire's  figures  fall  approximately  midway  be- 
tween these  extremes.     The  costs  per  redetermination  fall  within  a 
much  narrower  range  of  $3.76  to  $57.03.     Florida  again  represented 
the  low  end  of  the  range  while  Georgia  represented  the  high. 
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One  interesting  question  regarding  the  eligibility  determi- 
nation function  is  whether  the  cost  per  eligibility  rankings  are 
consistent  with  the  findings  on  determinations  per  full-time  equi- 
valent employee  in  the  respective  determination  categories. 
Aged,  blind,   and  disabled  determination  costs  are  less  than  cate- 
gorically eligible  costs.     There  was  insufficient  data  to  compare 
the  medically  needy  category.     Consistency  in  the  current  context 
implies  that  the  lowest  cost  per  det  category   (aged,  blind  and 
disabled)    should  relate  to  the  highest  number  of  determinations 
per  full-time  equivalent  employee.     A  cursory  glance  at  Table  1-1- b 
illustrates  that  for  the  small  number  of  sites  for  which  data  was 
available,   there  is  the  expected  inverse  relation  between  cost  per 
determination  and  determinations  per  full-time  equivalent  staff 
person.     These  results  should  be  viewed  within  the  context  of  the 
very  small  sample  size.     However,   the  apparent  consistency  between 
low  cost  per  determination  and  a  high  number  of  determinations  per 

employee  (and  vice  versa  for  the  high  cost  per  determination  catego- 
ries)  is  encouraging. 

A  comparison  by  states  of  the  aged,  blind,   and  disabled  cate- 
gory and  the  categorically  needy  group  reveals  that  the  District 
of  Columbia,  Georgia,   and  New  Hampshire  have  very  similar  rates. 
On  the  other  hand,  Colorado  has  a  much  higher  cost  per  determination 
and  lower  number  of  determinations  per  FTE  in  the  categorically 
needy  area  than  in  the  aged,  blind,  and  disabled  area.     The  simi- 
larities in  rates  may  reflect  the  method  used  by  the  states  to  com- 
plete the  data  forms.     Total  determination  costs  and  workloads  may 
have  been  calculated  and  divided  by  a  common  factor.     This  is  likely 
since  determinations  probably  require  differing  procedures  by  cate- 
gory. 
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TABLE  I-l-b 


COST  PER  DETERMINATION  AND 
DETERMINATION  PER  FTE  BY  STATE 


A.     Aged,  Blind,  Disabled 


State 

Cost 

per  determination 

($) 

Determination  cer  FTE 

Arkansas 

— 

- 

Colorado 

5.89 

1048.8 

Dist.  Columbia 

3.70 

1640.8 

Florida 

54.  32 

83.2 

Georgia 

57.0 

78.  7 

Idaho 

* 

Iowa 

- 

Maryland 

N.  Hampshire 

12.  38 

224  .1 

N.  Carolina 

Pennsylvania 

Unweiahted 
Average 

$26. 66 

615.1 

B.  Medically 

Needy 

'^^Category 

State 

Cost 

per  determination 

($) 

Determination  Der  FTE 

Arkansas 

Colorado 

Dist.  Columbia 

Florida 

Georgia 

Idaho 

Iowa 

Maryland 

N.  Hampshire 

$12. 39 

222.  8 

N.  Carolina 

Pennsylvania 

$241.03 

Unweighted 
Average 

$126. 71 

222.  8 
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TABLE  I-l-b  (Cont'd) 


C.      Other  Categorically  Eligible 


^***"**»^C  a  t  e  ci  o  r  v 

State  — ^ 

Cost  per  determination  ($) 

Determination  per  FTE 

Arkansas 

Colorado 

20.  27 

305.1 

Dist.  Columbia 

3.64 

1674. 7 

Florida 

— 

Georgia 

56.  98 

74.  3 

Idaho 

Iowa 

— 

— 

Maryland 

jn  •  riciiupsinxre 

li  .  Z  J 

o  o  q  n 

IN  •  LaiUlxIla 

Pennsylvania 

397. 20 

Unweighted 

$98.07 

570.  5 

Average 
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Analysis  of  EPSDT  Costs 

Data  on  Administrative  costs  for  EPSDT,  number  of  screens  per 
quarter  and  administrative  costs  per  screen  are  displayed  in  Table  1-2. 
The  average  administrative  cost  per  screen  for  the  22  states  inclu- 
ded in  this  analysis  was  $20.39.     However,  administrative  cost  per 
screen  varied  greatly  across  the  states  reporting.     Five  jurisdictions 
(Arkansas,   Iowa,   Louisiana,  Puerto  Rico,  and  Virginia)  incurred 
administrative  costs  under  $1.00  per  screen.     In  general,  these 
states  could  all  be  classified  in  the  middle  range  in  terms  of 
number  of  screens    (e.g.   3,000  -  10,000).     At  the  other  end  of  the 
range  two  states,  Alaska  and  Wyoming  incurred  extremely  high  costs 
per  screen  —  $95.73  and  $168.80,   respectively.     Both  of  these 
states  performed  fewer  than  2,000  screens  during  the  quarter.  How- 
ever other  states  with  a  small  number  of  screens,   such  as  Maryland 
and  New  Hampshire,   incurred  administrative  costs  per  screen  which 
were  close  to  the  average. 

Although  the  range  of  costs  per  screening  is  quite  large  (from 
$0.46  to  $169.00),   it  is  apparent  that  this  measure  should  be  ad- 
justed for  several  factors  before  it  can  be  used  as  a  basis  of 
comparison  for  efficiency  in  administering  the  EPSDT  function. 
The  principal  difficulty  is  probably  that  administrative  costs  are 
relatively  fixed  while  there  are  large  fluctuations  in  the  volumes 
of  screens  throughout  the  year  and  the  additional  variations 
caused  by  lags  in  reporting  screening  activity. 
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TABLE  1-2 


EARLY  PERIODIC  SCREENING,  DIAGNOSIS  AND  TREATMENT 


Administrative 

Number  n*f  Sptppt)^ 

*      1,11  w  '•J-       w  i-      U          w  CIAs 

W  O  v_  O       L  CJ. 

STATS 

Costs 

for  Quarter 

Screen 

Alabama 

19,786 

11,034 

$  1.79 

Alaska 



143,211 

1,496 

95.73 

Arkansas 

4,498 

6,670 

0.67 

Colorado 

417,212 

9,135 

45.67 

Connecticut 

230,329 

10,114 

22.77 

Florida 

141,278 

18,499 

7.64 

Georgia 

328,152 

13,699 

23.95 

Idaho 

N.A. 





Iowa 

2,385 

3,485 

0.68 

Louisiana 

8,207 

9,915 

0.83 

Maryland 

24,925 

2,045 

12.19 

Massachusetts 

193,023 

46,213 

4.18 

New  Hampshire 

17,082 

1,040 

16.43 

New  Jersey 

72,541 

10,155 

7.14 

North  Carolina 

17,516 

14,664 

1.19 

Ohio 

60,265 

9,637 

6.25 

Pennsylvania 

1,090,661 

42,501 

25.66 

Puerto  Rico 

4,563 

9,992 

0.46 

South  Carolina 

32,497 

11,975 

2.71 

Tennessee 

12,335 

12,552 

1.02 

Virginia 

5,261 

7,027 

0.75 

West  Virginia 

14,061 

6,720 

2.09 

Wyoming 

47,432 

281 

168.80 

TOTAL 

$2,887,720 

239,019 

448.60 

Unweishted  Mear 

3     131.260  1 

10. 

$  20.39 
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Analysis  of  Utilization  Review  Costs  and  Workload  Data 

We  will  now  discuss  both  workloads  and  costs  associated  with 
utilization  review.     The  relevant  data  for  our  discussion  appears 
on  the  following  Tables  I-3-a  and  I-3-b.     The  first  table  (I-3-a) 
shows  the  total  number  of  claims  reviewed  under  each  of  the  twelve 
claims  categories  for  the  fourteen  states  which  reported  any  work- 
load data  in  any  of  the  categories.     This  information  is  separated 
according  to  whether  the  review  is  a  "prior  authorization  or  appro- 
val", a  "professional  pre-payment  review"  or  a  "post-payment  review". 
In  the  prior  authorization  column  the  percentages  of  types  of  claims 
range  from  a  high  of  36%  for  the  category  designated  "other"  to  a 
low  of  0.06%    (1501)    for  outpatient  hospital  claims.     In  the  pro- 
fessional pre-payment  review  category  the  highest  percentage  was 
pharmacy's  32%    (43,187)  while  the  lowest  was  the  skilled  nursing 
facility's  0.3%    (353).     The  percentage  of  claims  for  physicians  in 
the  post-payment  review  column  is  the  highest  at  60%  (1,315,165) 
while  the  clinic  claims  are  at  the  other  end  of  the  range  at 

0.02%    (378) . 

Table  I-3-b  shows  costs,  workload  and  average  cost  per  line 
item  reviewed  for  the  three  types  of  reviews  across  the  fourteen 
reporting  states.     As  is  obvious  at  a  glance,  there  is  a  very 
large  amount  of  variation  for  a  given  review  type  across  the  set 
of  fourteen  states.     This  variation  does  not  appear  to  be  pro- 
nounced looking  across  the  three  review  types  within  the  same 
state.     This  fact  argues  for  the  idea  that  there  are  qualitative 
differences  in  the  effort  or  process  engaged  in  to  review  utiliza- 
tion and,  until  the  definition  of  a  review  (in  terms  of  functions 
performed ) can  be  standardized,  there  seems  little  value  in  comparing 
these  costs  across  states.     Some  obvious  observations  can  be  made 
from  the  data.     Arkansas'   cost  per  prior  authorization  is  not  typi- 
cal because  it  is  dominated  by  dental  reviews.     The  District  of 
Columbia's  cost  per  review  for  both  prior  authorization  and  post- 
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payment  review  seems  too  low.     On  the  other  hand  both  Idaho  and 
Louisiana  seem  high.     Both  states  reported  a  very  small  number  of 
reviews  performed  and  left  numerous  rows  blank.     Therefore,   it  is 
probable  that  they  understated  the  total  number  of  reviews 
actually  performed. 
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Data  and  Analysis  on  Claims  Processing  Workload 

Claims  Processing  is  an  area  of  particular  interest  to  HCFA. 
Therefore  an  important  part  of  this  study  was  the  collection  of 
claims  processing  data  comparable  across  states.     Since  there  is 
no  universally  accepted  definition  of  a  claim,   such  a  definition  had 
to  be  established  for  this  study.     Our  "standardized"   claim  was 
defined  as  any  line  item  with  a  separate  charge  for  which  payment 
is  sought.     The  Claims  Processing  Recap   (See  Appendix  A)    form  was 
designed  to  collect  data  on  paid  and  denied  claims  by  applying  our 
standardized  definition.     A  paid  claim  was  any  line  item  for  which 
payment  was  made.     A  denied  claim  was  any  line  item  for  which  payment 
was  withheld  either  temporarily  or  permanently. 
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Analysis  of  Claims  Processing  Cost  and  Claims  Reviewed  Data 


Table  I-4-a  displays,  by  claim  type,  the  total  claims  paid  and 
denied  for  each  of  the  sixteen  states  that  submitted  claims  process- 
ing data.     In  gross  terms,  nearly  91  million  claims  were  paid  by 
these  states  during  the  first  calendar  quarter  of  1979.     However  these 
data  are  somewhat  distorted  by  the  fact  that  Connecticut  processed 
the  majority  of  these  claims   (72  million).     The  bulk  of  Connecticut's 
claims  were  Inpatient  Hospital   (17  million)   and  Skilled  Nursing 
Facilities   (31  million) .     The  large  number  of  claims  in  Connecticut 
in  a  traditionally  low  volume  claim  type  may  have  resulted  from  the 
listing  of  a  large  number  of  charges  as  being  eligible  for  individual 
reimbursement  rather  than  being  included  in  a  per  diem  rate.  It 
must  be  remembered  that  this  study  defined  a  claim  as  a  line  item 
for  which  payment  would  be  made. 

Approximately  1.5  million  claims  were  denied  during  the  same 
period.     Examination  of  Table  I-4-a  reveals  that  eight  states  were 
unable  to  provide  claims  denied  data  and  two  more  supplied  only 
partial  claims  denied  data.     In  all,   62  state  cells  in  Table  I-4-a 
contain  data  for  both  paid  and  denied  claims.     Totaling  just  these 
cells  results  in  11,578,331  claims  paid  and  a  corresponding  denial 
total  of  919,151,   a  paid  to  denial  ratio  of  almost  12.5  to  1.  This 
is  a  more  reflective  ratio  than  the  one  resulting  from  the  gross  claims 
totals . 

To  avoid  the  confusion  that  may  result  from  looking  solely  at 
the  gross  figures,  each  claim  type  by  state  is  computed  as  a  per- 
centage of  total  claim  types  for  that  state.     Table  I-4-b  displays 
these  percentages  for  both  paid  and  denied  claims.     For  example  Table 
I-4-b  shows  that  in  Alabama,   1.6%  of  the  claims  paid  were  inpatient 
hospital  claims  and  2.5%  of  the  claims  denied  were  inpatient  hospital 
claims . 

Claim  Types 

Inpatient  Hospital.     Sixteen  states  reported  data  for 
inpatient  claims  paid.     Connecticut  reported  17  million  claims 
paid  or  23.7%  of  total  claims  paid,  the  highest  number  and 
percentage  recorded  for  this  claim  type.     Virginia  reported  that 
inpatient  claims  account  for  only  1.1%  of  total  claims  paid.  Of 

-  156  - 


00 


oo 


oo 
o 


XT 


CO 
LD 
O 

o 


00 
CM 
CO 


r- 
o 


oo 


OO 


CO 
00 


{3 


■H 

or 
o 


ro 


uo 

CM 


CM 


CO 


53 


•H 

S-i 
•H 

> 


ro 

CM 


in 


U 

■H 
H 
U 


■73 
•H 
n3 
ft 


ro 


oo 

LD 

ro 
o 

CN 


CO 
ro 


rH 

CN 


CN 


o 

rH 


ro 


■8 


in 

O 


rn 


CM 


0> 
CM 


CM 

oo 

CN 

ro 


00 
CN 


CO 


•H 
ft 


CO 

o 

00 
CN 


CTi 

CO 
I— I 


ID 


m 

CN 

o 
o 


CN 

ro 

CN 


ro 

CT> 

o 
ro 


CO 
CO 

tn 


ro 
in 

CN 


VD 
CO 

o 


o 
oo 


00 

o 
r- 

CN 


ro 

CN 

o 


ro 


H 

i 


a 


ro 
oo 

LD 


CN 

ro 

00 


ro 

r- 
H 


ro 

LO 

CN 
CN 


m 
H 

rH 

ro 


Q 

ft 
&3 


■H 

ft 


ro 

CTi 

CTi 
00 
CO 


00 
LD 
CN 

in 
ro 


O 

m 

ro 

CN 


CN 
00 

ro 


oo 

Ln 
o 

CN 


in 

rH 

in 


m 
o 

CN 

ro 


ft* 

rH 


CN 

o 
m 


o 

rH 


in 

CN 


oo 
o 

CTl 

in 


in 
in 
o 

CN 
^3 


CTl 
CTi 


cn 

rH 

CO 


in 

rH 

in 

rH 


O 

CN 


^5 


ro 


<7\ 
O 
CO 

rH 


CN 

ro 


ro 

rH 

in 

rH 

CO 


CN 


CO 
CO 
CN 


•H 

o 

-H 

CO 

I? 
ft 


ft 


rH 

ro 


ro 
CN 


o 

O 


CTi 
CN 
O 

in 


ro 


oo 


ro 

CTi 

ro 

rH 

CTi 


ro 


00 

ro 


m 

CN 

cn 
ro 


in 


CTi 
ro 
m 

oo 

CN 


CN 

ro 


CO 
CN 


o 

oo 
ro 


CN 
ro 
ro 

>£> 
CO 


CN 
O 

rH 


i 

n3 

rH 

8 


4J 
P 

o 

u 

8 
8 


•8 

-H 

5-1 
0 

rH 


I 
t3 


I 

H 


■3 

I 


•H 

•H 
> 

CO 


-158- 


& 


•H 

ft 


a 

(Tj 
ft 


CCj 
ft 


CN 


CN 


CO 


CN 

in 


ro 

O 


CO 
CO 


CM 
rH 
CM 


r- 


CO 
CO 


O 


CO 
CO 


en 

CM 
CO 

CN 


m 
o 

CO 

in 
ro 


o 
m 


ro 

CO 


in 


ro 


u 

•J 
1 

8 


o 
m 
10 

CO 


m 
o 

CN 


CN 

rH 

CTi 
rH 


cn 


c0 
•H 

o 

rH 
fa 


m 

CO 
CN 

r— I 


CO 

o 

on 


CO 


CO 


m 

CN 


CO 
rH 
<5J< 

CO 


CO 
CO 


cn 

CO 

o 


CN 


ro 

CN 

on 


«3< 


ro 
ro 


in 
m 
en 


o 
o 

LD 


CO 

ro 


CO 

to 


ro 
O 


O 

rH 


m 

CN 

* 

CN 


CN 


LD 
CN 
CN 


o 
ro 


O 

cn 

*. 

CN 


ro 
on 

CN 
rH 


cn 

rH 

m 
m 


rO 

■a 

•H 
> 


CO 


on 
o 

LD 


r- 


CM 

o 


t 

•H 

•H 

> 

4J 

cn 

CD 


CO 

CN 


CN 


-159- 


TABLE  1-4-a  (Cont'd) 
LINE  ITEMS  BY  TYPE  PAID  AND  DENIED  BY  STATE 


States 

Buy-In 

Total 

Paid 

Denied 

Paid 

Denied 

Alabama 

- 

- 

1,464,824 

155,268 

Arkansas 

991, 641 

Colorado 

nor 

26z , oio 

16, y6y 

Connecticut 

/z,(Jo4,y  Jo 

District  of 
Columbia 

30,005 

- 

577r452 

- 

Florida 

- 

- 

5,415,211 

836,359 

Georgia 

- 

- 

2,734,463 

346,027 

Idaho 

- 

- 

1,297,908 

170,192 

Iowa 

- 

- 

509,002 

- 

Maryland 

- 

- 

1,105,241 

- 

New  Hampshire 

7,163 

- 

226,981 

- 

South  Carolina 

2,695 

- 

725,913 

7,778 

Tennessee 

1,209,762 

Virginia 

1,672,862 

West  Virginia 

22,619 

357,404 

13,352 

Wyordng 

25,592 

4,609 
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the  sixteen  states  reporting,   fourteen  stated  that  this  claim  type 
accounted  for  less  than  10%  of  total  claims  paid  and  eleven  states 
fixed  it  a  less  than  5%  of  their  total.     Only  Wyoming  (14.1%) 
joined  Connecticut  above  10%.     This  may  have  been  due  to  ancillary 
cost  billings  and  their  handling  but  that  remains  unclear. 

Eight  states  reported  denied  claims  for  this  claim  type. 
They  ranged  from  0.5%  to  30.6%  of  their  total  denied  claims. 
The  limited  number  of  reporting  states  and  the  partial  nature  of 
the  claims  denied  data  limits  the  discussion  of  this  data   (for  all 
claims  types)   to  descriptive  observation. 

Outpatient  Hospital.     Sixteen  states  supplied  outpatient 
claims  paid  data.     Wyoming  had  the  highest  rate,   15.8%  of  total 
claims  paid  while  Iowa  had  the  lowest,   0.2%.     Ten  states  put  out- 
patients claims  paid  between  4%  and  8%  of  total  claims  paid. 
Seven  states  had  at  least  3.5  times  as  many  outpatient  claims 
paid  as  inpatient.     Interestingly,  three  states   (Iowa,  Connecticut 
and  West  Virginia)   paid  more  inpatient  hospital  claims  than  out- 
patient hospital  claims.     This  is  surprising  for  it  represents  a 
large  deviation  from  the  expected  norm,  which  can  not  be  adequately 
explained . 

Seven  states  provided  claims  denied  data.     Outpatient  claims 
denied  ranged  from  2.3%  of  total  claims  denied  to  59.4%.  The 
second  highest  rate  was  Wyoming's  16.7%. 

Skilled  Nursing  Facilities.     Fourteen  states  reported  SNF 
claims  paid  data.     Once  again  Connecticut  provided  data  that  fell 
outside  of  anticipated  ranges.     SNF  claims  paid  represent  43.7% 
of  the  total  claims  paid  in  Connecticut.     Among  the  reporting  states 
Colorado  had  the  second  highest  rate  4.3%.     Six  states  reported  SNF 
claims  paid  as  equal  to  or  less  than  one-tenth  of  one  percent  of 
claims  paid.     Twelve  states  reported  less  than  3%  of  their  paid 
claims  were  SNF  claims.     It  would  appear  that  either  Connecticut's 
data  is  incorrect  or  that  there  is  a  fundamental  difference  in  the 
definition  of  a  claim  line  item  used  in  that  state. 
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Five  states  provided  claims  denied  data  for  "pharmacy.  Alabama, 
Georgia  and  West  Virginia  provided  complete  denial  data  for  each 
claim  type.     Their  denial  rates  for  pharmacy  claims   (41.6%,  34% 
and  23.3%)  may  be  good  indications  of  the  range  of  pharmacy  claims 
denied  in  other  jurisdictions 

Dental .     Fourteen  states  supplied  claims  paid  data  for  dental 
claims.     Colorado  put  dental  at  13.3%  of  total  claims  paid  (the 
highest  reported) and  Tennessee  set  it  at  1%,   the  lowest.  Connecticut 
was  the  actual  low  at  0.9%  but  previously  discussed  reporting  problems 
make  this  number  suspect.     Six  states  provided  claims  denied  data. 

Clinic .     Six  states  provided  data  on  clinic  claims  paid. 
They  ranged  from  0.1%  of  total  claims  paid  to  2.8%.     Georgia  was 
the  only  state  to  provide  claims  denied  data  (1.4%). 

Lab  and  Radiology.     Eleven  states  supplied  lab  claims  paid 
data.     Colorado  was  highest  with  a  13.6%  rate.     The  remaining 
states  were  clustered  below  2%.     Five  states  provided  claims 
denied  data. 

Home  Health.     Fourteen  states  provided  claims  paid  data  for 
this  claim  type.     West  Virginia  had  the  highest  rate  1.3%  while 
Arkansas'  was  lowest,   totalling  less  than  one-tenth  of  one  per- 
cent.    Five  states  provided  claims  denied  data. 

Other.     Fifteen  states  reported  claims  paid  data  in  the 
catch-all  category  "Other".     The  District  of  Columbia  had  the 
highest  rate  13.6%.     Seven  states  provided  claims  denied  data  for 
the  claim  type  "Other". 

Cross-Qver/Buy-In.     Five  states  provided  cross-over  data, 
while  three  supplied  buy-in  data.     Little  can  be  drawn  from  these 
observations . 

A  final  observation  on  claims  denied  should  be  added.     The  data 
was  sketchy,  but  in  states  that  submitted  thorough  denial  data 
by  type,   the  percentage  of  total  denials  were  about  the  same  as  the 
paid  claims  by  type    (taken  as  a  percentage  of  total  paid  claims) . 
This  means  that  the  ratio  of  paid  to  denied  for  any  claim  type  is 
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about  the  same  for  any  other  claim  type.     If  that  is  the  case 
then  the  errors  are  occurring  at  random  and  are  chance  errors. 
That  would  hardly  seem  possible  given  all  the  interacting  forces 
that  can  cause  a  claim  to  be  denied.     Further  consideration  would 
be  necessary  to  resolve  this  question. 
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Cost  per  Claim  Processed  by  Type  of  Claim 


This  section  examines  claims  processing  costs  defined  as 
cost  per  line  item  and  attempts  to  explain  variations  in  these 
costs  in  terms  of  several  behavioral  factors.     The  following  Table 
I-4-c  shows  the  cost  per  line  item  of  claim  for  the  thirteen 
claim  types  across  the  eleven  different  jurisdictions.     Note  that 
Colorado  appears  twice  because  they  submitted  cost  and  workload 
data  for  both  in-house    (IH)    and  fiscal  agent   (FA)    claims  processing 
work.     For  most  states  there  is  a  wide  variation  in  cost  per  line 
item  of  a  claim  processed.     The  weighted  average  cost  per  claim 
ranges  from  $0.02  to  $1.15  with  the  median  value  of  $0.72  and  a 
simple  mean  for  all  eleven  states  of  $0.64^.     Neither  of  these 
statistics  consider  the  wide  range  in  proportions  of  claims  processed 
by  type  of  claim  which  will  be  the  subject  of  a  subsequent  analysis. 

Looking  at  cost  per  line  item  for  each  of  the  categories,  we 
can  separate  the  set  of  respondents  into  three  groups.  Arkansas, 
Colorado,  Florida,  New  Hampshire,  South  Carolina,  West  Virginia 
and  Wyoming  all  report  similar  weighted  average  costs  ranging  from 
$0.29  to  $1.15  with  little  variation  across  line  items  or  within 
each  state.     Ohio  is  alone  in  reporting  consistently  low  costs 
ranging  from  two  cents  to  fifty  cents  per  line  item.     Both  the 
District  of  Columbia  and  Georgia  have  low  weighted  average  costs, 
but  their  cost  per  line  item  vary  drastically  from  $0.04  to  $10.85 
and  $0.35  to  $9.76,  respectively. 


These  statistics  exclude  consideration  of  Colorado's  In- 
House  observation  because  it  represents  only  the  (inexpensive) 
pharmacy  claims. 
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Analysis  of  Fiscal  Agent  versus  In-House  Claims  Processing  Cost  per 
Line  Item  Processed'  '    ~~  "  

As  a  final  area  of  analysis  for  claims  processing,  we  will  now 
examine  cost  per  line  item  of  claims  processed  and  attempt  to  explain 
variations  in  these  data  in  terms  of  several  behavioral  factors.  The 
following  table   (Table  1-5)   presents  these  costs  for  the  states 
which  presented  adequate  data.     It  can  be  seen  that  the  data  is  in 
two  groups  of  five  and  six  states,  depending  upon  whether  the  state 
has  their  claims  processed  by  a  "fiscal  agent",  or  processes  them 
"in-house",  respectively. 

For  the  five  states  with  "fiscal  agent"  contracts  for  claims 
processing  work,  the  range  of  cost  per  line  item  runs  from  about 
$0.38  to  $1.14  per  line  item.     The  mean  value  for  these  six  states 
is  $0.73  per  share. 

For  the  six  states  in  which  we  have  data  for  "in-house"  claims 
processing  costs,   the  range  is  from  about  $0.05  to  about  $0.89  per 
line  item.     The  mean  value  for  these  six  states  is  about  $0.59  per 
line  item  if  the  lowest   ($0.05)   per  line  item  observation  is  retained. 
However,   if  this  low  observation  is  dropped,  the  mean  increases  to 
$0,650.     Hence,  given  the  small  sample  sizes  involved,   it  is  not 
obvious  that  there  is  a  significant  difference  in  the  claims  pro- 
cessing cost  per  line  item  between  those  processed  by  a  fiscal  agent 
and  those  processed  in-house.     The  resolution  of  this  question 
requires  a  larger  sample  size  and  the  ability  to  adjust  for  inter- 
vening factors.     We  examine  one  of  these  intervening  factors  (type 
of  claim  processed)   in  the  next  paragraph. 

It  is  generally  accepted  that  pharmacy  claims  are  less  expensive 
to  process  than  most  other  types  of  claims.     Therefore,  a  state  with 
a  larger  than  average  number  of  pharmacy  claims  should  be  expected 
to  have  a  lower  than  average  cost  per  claim  processed.     We  further 
examined  this  pattern  by  stratifying  the  cost  per  claim  solely  on 
the  basis  of  percent  of  pharmacy  claims.     Table  1-5  shows  that  Ohio, 
with  a  $0.05  cost  per  line  item,  has  the  greatest  percentage  of 
pharmacy  claims    (75%)  .     We  stratified  this  sample  by  using  the  median 
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percentage  as  the  partition   (cut-off)   point  for  low  and  high  percen- 
tages of  pharmacy  claims.     When  the  costs  per  line  item  associated 
with  this  partitioning  are  examined,   it  appears  that  the  states  with 
the  higher  than  median  percentages  of  pharmacy  claims  have  lower 
than  median  costs  per  claim   (i.e.,   $0.58  per  claim  versus  $0.74  per 
claim) .     This  is  reasonable  preliminary  evidence  that  the  "type"  of 
claim  processed  has  a  predictable  impact  on  costs. 

With  more  observations,   a  regression  cost  model  could  be  developed 
which  estimates  the  actual  cost  impact  of  varying  proportions  of 
different  types  of  claims  processed.     Such  a  cost  model  could  be 
developed  from  a  general  model  in  which  cost  per  line  item  is  assumed 
to  vary  according  to  the  number  of  claims  processed,  the  price  of 
input  factors   (primarily  wages) ,  the  proportionate  mix  of  claims 
processed  and  "other  variables"  reflecting  who  is  doing  the  claims 
processing  and  other  institutional  factors.     This  product  mix  could 
be  expressed  as  several  variables  representing  the  proportions  of 
claims  processed  from  several  of  the  major  health  care  provider 
types    (e.g.,   inpatient  care,   outpatient  care,  pharmacy,   long  term 
care,  etc.).     With  a  well  estimated  model  of  claims  processing  costs, 
numerous  questions  (concerning  the  optimal  size  of  the  operation, 
relative  efficiency  of  one  processor  versus  another  adjusted  for 
differences  in  types  of  claims  processed,  etc.)   could  be  addressed. 
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TABLE  1-5 


COST  PER  CLAIM 
FISCAL  AGENT  VS.  IN-HOUSE— ^ 
Fiscal  Agent  States 


Claims 

Number  of 

Cost  per 

Per  Cent 

STATE 

Processing 

Line  Items 

Line  Item 

Pharmacy 

Cost  ($) 

Processed 

($) 

Claims 

Alabama 

1,028,228 

1,464,284 

0  .702 

61% 

Florida 

4,171,508 

5,415,274 

0  .770 

44% 

Iowa 

579,866 

509,002 

1.139 

35% 

Tennessee 

773,821 

1,209,762 

0  .644 

51% 

Virginia 

642,763 

1,672,862 

0.  384 

49% 

MEAN 

0  .728 

48% 

In- 

•House  States 

District  of 

381,294 

577,452 

0.660 

34% 

Columbia 

Georgia 

1,339,788 

2,734,463 

0  .490 

61% 

Idaho 

204  ,935 

324,477 

0.632 

27% 

Maryland 

978,984 

1,105, 241 

0  .  836 

52% 

New  Hampshire 

190,837 

226,981 

0.847 

55% 

Ohio 

1,123,989 

24,046,506 

0.047 

75% 

MEAN 

0  .  594 

51% 

1/  Classifications  into  "Fiscal  Agent"  or  "In-House"  made  on  basis 
of  information  from  "Data  on  Medicaid  Program",  1978,  Table  70, 
p. 94. 
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J.  CONCLUSIONS 

After  having  presented  in  some  detail  the  data  and  selected 
analyses  from  the  twenty-three  respondents,  we  will  discuss  some  of 
the  major  conclusions  which  can  be  drawn  in  this  chapter.     The  total 
of  over  $82  million  spent  by  the  reporting  states  for  Medicaid  admini- 
stration was  broken  down  by  functional  area.     Beneficiary  Services 
accounted  for  expenditures  of  34.7%  of  the  total  while  Claims  Process- 
ing accounted  for  29.1%.     The  two  functional  areas  utilizing  the 
smallest  percentages  of  Medicaid  administrative  costs  were  Non-Insti- 
tutional Reimbursement   (0.4%)   and  Training  (0.8%). 

The  reporting  jurisdictions  were  examined  for  comparisons  of 
their  administrative  costs.     Pennsylvania  showed  the  highest  quarterly 
total:     $14.3  million,  which  represents  17%  of  the  total  Medicaid 
administrative  expenditures  for  this  set  of  states.     The  significance 
of  this  statement  must  be  qualified  by  pointing  out  that  several  of 
the  jurisdictions  which  expend  the  largest  amounts  on  administrative 
costs  did  not  respond  to  our  survey  and  are  not  included  in  this 
analysis.     In  addition,   for  those  states  which  responded  incompletely, 
there  is  the  possibility  that  the  proportions  spent  in  each  functional 
area  are  somewhat  biased  due  to  a  state's  lack  of  data  in  all  func- 
tional areas.     In  our  analysis  of  percentage  expenditures  by  functional 
area,  we  minimized  this  bias  by  examining  the  data  and  omitting  the 
observations  which  were  obvious  outliers. 

The  discussion  of  functional  area  costs  by  state  revealed  that 
the  range  of  percentages  of  the  total  spent  on  the  functional  areas 
varies  widely.     For  example,  the  percentages  spent  for  Beneficiary 
Services  ranged  from  Puerto  Rico's  high  of  71%  to  Alaska's  low  of 
1%.     However,  Alaska's  data  appears  suspect  because  they  reported 
costs  in  only  one  subf unctional  area. 

The  area  to  use  the  second  largest  share  of  administrative 
resources,   Claims  Processing,  also  displayed  a  very  wide  range. 
Florida  reported  that  57%  of  its  costs  were  expended  in  this  area 
while  Puerto  Rico  spent  only  2%. 

Non-Institutional  Reimbursement  the  smallest  area,  displayed  the 
most  narrow  range.     Tennessee  reported  the  high  value  of  4%  while 
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several  states  reported  zero  expenditures.     However,  there  was  a  very 
high  rate  of  invalid  reporting  for  this  category.     Training,  which 
also  consumed  a  small  percentage  of  administrative  costs,  displayed 
a  similarly  narrow  range  of  values    (6%  to  0%)   and,  again,   there  was 
a  relatively  high  rate  of  non-reporting. 

These  two  low  areas  are  not  included  in  the  discussion  of  sub- 
functional  costs,   since  they  are  not  disaggregated  to  that  level. 
However,   the  remaining  ten  areas  were  analyzed  by  subf unctional  costs. 
This  analysis  points  out  the  relative  importance  of  activities  within 
each  function.     Since  the  area  of  Claims  Processing  was  a  special 
focus  of  this  study,   it  will  be  singled  out  for  some  remarks  here. 
Claims  Processing  costs  were  divided  in  two  ways  for  separate  analyses. 
The  first  break-down  involved  the  costs  designated  as  developmental 
as  opposed  to  operating  costs.     In  both  areas  the  mean  costs  were 
higher  for  states  employing  fiscal  agents  than  in  those  performing 
in-house  processing.     However,  the  number  of  states  reporting  in  this 
area  was  very  small.     The  second  area  of  Claims  Processing  analysis 
(cost  per  line  item)   will  be  discussed  at  the  end  of  this  section. 

In  the  area  of  disaggregated  costs  by  type  of  expenditure  (Per- 
sonnel,  Other  Direct  and  Indirect)   the  results  of  the  data  collection 
indicated  that  many  states  could  not  effect  a  reasonable  apportion- 
ment into  these  categories.     However,  when  we  eliminated  states  whose 
data  we  felt  was  questionable,   the  resulting  proportion  of  costs 
(about  76%)    spent  on  direct  versus  indirect  items  appeared  to  be 
reasonable.     Unfortunately,   this  finding  is  based  on  only  ten  states 
or  about  one-fifth  of  all  Medicaid  jurisdictions.     For  these  states, 
there  is  some  indication  that  the  size  of  the  recipient  population 
did  not  have  an  appreciable  effect  on  the  proportion  of  costs  expended 
on  indirect  cost  items. 

The  data  collected  on  personnel  costs  and  full-time  equivalent 
employees  yielded  information  on  relative  salaries  and  resources 
devoted  to  the  twelve  functional  areas.     Salaries  paid  to  administra- 
tive employees  were,  on  average,   the  highest  for  Institutional  Reim- 
bursement  ($16,927),  General  Administration   ($15,591),  Fraud  Control 
($15,384)   and  SUR  ($14,654).     Claims  Processing  had  the  lowest 
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average  salary  per  FTE  at  $10,877.     The  other  seven  functional  areas 
all  paid  salaries  averaging  in  the  thirteen  to  fifteen  thousand  dollar 
range.     Reasons  for  this  salary  structure  are  postulated  in  the 
text.     Finally,    salaries  for  claims  processing  employees  in  states 
with  in-house  processing  were  compared  to  those  of  states  with  fiscal 
agent  claims  processing.     For  the  small  sample  of  states  analyzed, 
there  did  not  appear  to  be  any  difference  between  these  two  groups 
in  salaries  paid  to  their  employees. 

Data  on  personnel   (in  FTE 1 s )   used  to  staff  all  of  the  twelve 
functional  areas  was  available  for  only  eight  states.     For  these 
states,   the  average  of  the  percentages  of  personnel  used  in  the  three 
large  functional  areas  was  found  to  be  29.5%  for  Beneficiary  Services, 
26.8%  for  Claims  Processing  and  13.8%  for  Provider  Services  on  an 
unweighted  basis.     Both  General  Administration  and  SUR  used  approxi- 
mately 6%  of  the  total  manpower. 

Merging  the  administrative  cost  data  collected  here  with  num- 
ber of  recipients  per  state  allowed  us  to  analyze  the  "administrative 
burden"  of  each  state's  Medicaid  program  and  to  postulate  on  how  this 
burden  varies  with  the  size  of  the  program.     Based  on  an  unstan- 
dardized  non-parametric  test,  which  appeared  to  be  the  most  rigorous 
that  the  small  sample  would  allow,   the  ratio  of  administrative  bur- 
den appears  to  decrease  for  states  with  the  larger  Medicaid  recipient 
populations . 

The  analysis  of  eligibility  determinations  and  redeterminations 
was  somewhat  hampered  by  inadequate  reporting.     We  did,  however, 
suggest  a  way  of  examining  expenditures  in  these  two  areas.  Using 
this  method  we  found  that  two  states  apparently  spend  significantly 
less  on  the  redetermination  function  than  the  other  three  states  in 
the  analysis.     In  addition,   it  was  reported  that  "aged,  blind  and 
disabled"  determinations  cost  less  than  "categorically  needy"  deter- 
minations, although  analyses  of  eligibility  determination  costs 
will  remain  incomplete  until  AFDC  and  SSI  administration  costs  are 
brought  into  consideration.     The  relative  cost  of  "medically  needy" 
determinations  could  not  be  established  due  to  low  reporting  rates. 


The  cost  per  determination  and  number  of  determinations  per  FTE  are 
inversely  related  for  our  small  sample  thus  lending  some  confidence 
to  results  of  the  cost  magnitudes. 

The  information  received  on  EPSDT  costs  allowed  us  to  compare 
costs  per  screen.     The  average  administrative  cost  per  screen  was 
found  to  be  $20.39  with  data  ranging  from  less  than  a  dollar  per 
screen  to  nearly  two  hundred  dollars  per  screen.     The  two  states 
with  very  high  cost  per  screen  each  had  a  very  low  volume  (less 
than  2,000  screens).     Since  the  range  of  costs  per  screen  is  quite 
large,  it  is  apparent  that  this  measure  should  be  refined  before 
it  can  be  used  as  a  basis  of  comparison  for  efficiency  in  administering 
the  EPSDT  function.     The  large  range  of  costs  per  screen  probably 
stems  from  the  relatively  fixed  nature  of  EPSDT  administrative  costs 
and  the  large  fluctuations  in  reporting  of  screening  activity. 

Our  Claims  Processing  workload  analysis  was  again  somewhat 
hampered  by  a  poor  response  rate.     Upon  totaling  the  data  for  just 
those  cells  having  both  "paid1'  and  "denied"  entries,  we  derived  a 
paid  to  denied  ratio  of  about  12.5  to  1.     The  proportion  of  claims 
paid  for  inpatient  hospital  ranged  from  0.1%  to  2  3.7%.  However, 
90%  of  the  respondents  reported  less  than  10%  of  their  claims  in 
this  category.     This  was  also  the  case  for  Outpatient  Hospital,  SNF, 
Dental  Clinic,  Lab  and  radiology,  Home  Health,  Other  and  Cross-Overs. 
Not  surprisingly,  the  largest  proportion  of  claims  processed  is  for 
pharmacy  claims.     For  the  twelve  "believable"  stats  data  submissions, 
the  mean  proportion  indicates  that  the  average  state  had  53%  of  their 
claims  in  the  area  of  pharmaceuticals. 

Our  final  analysis  in  this  chapter  investigated  another  aspect 
of  Claims  Processing  -  that  of  fiscal  agent  versus  in-house  costs. 
We  found  that  the  line  item  costs  were  roughly  equal  for  those 
states  doing  their  processing  either  in-house  or  through  a  fiscal 
agent.     This  conclusion  should  be  regarded  as  extremely  tentative 
because  of  both  the  small  number  of  observations  involved  and  the 
difficulty  of  identifying  "true"  outliers  in  samples  of  this  (small) 
size.     In  addition,   it  appears  that  a  large  proportion  of  pharmacy 
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claims  tends  to  be  related  to  a  lower  than  average  cost  per  line 
item.     The  ideal  way  to  address  the  two  questions  raised  here  (i.e. 
influence  of  fiscal  agent  and  a  high  proportion  of  pharmacy  claims 
on  cost  per  line  item)  would  be  through  a  fully  specified  multiple 
regression  cost  model.     Unfortunately,  our  small  sample  size  pre- 
cluded this  sort  of  analysis. 
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OTHER  WORKLOAD  DATA 

A.    Surveillance  and  Utilization  Review  Wor&load 

This  data  is  intended  to  give  an  account  of  S/UR  woriiload  by  type 
of  review  and  by  type  of  cl  prm  or  service,    so  as  to  give  a  more 
detailed  look  ax  vhat  the  costs  reported  on  the  cost  matrix  (func- 
tional  area  #3)  represent. 


number 

of  Line  items  requiring: 

prior  authorisation/i 

TT"n f  (a^jg-j  nrifl  1 

pre-payment 

post-payment 

Inpatient  Hospital 

• 

Outpatient  Hospital 



.....   .. 

rfcysician 

- 

Dental 

f 

■ 

(T1  *  ri  e 

 ;  

Lab  and  Radiological 

Home  Health 

cross— over 

TOTAL 

Does  the  State  have  a  ?SRO  doing  Utilisation 
areas? 

Review  in  any  of  the 

above 

If  so,  which  one(s)? 
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3.    Eligibility  Workload 

So  thax  costs  per  determination  and  per  redetermination  can  be 
compared,  ve  wish  to  collect  the  following  data: 

1.    Number  of  eligibility  determinations  - 

aged,  blind,  disabled   


other  categorically  needy 
medically  needy   


for  which  Medicaid  is  incurring  a  cost, 

2.    Humber  of  eligibility  redeterminations 
for  which  Medicaid  is  incurring  a  cost. 


-  185  - 


V.      Other  Workload  Data 


A.    Surveillance  and  Utilization  Review  Workload 

This  data  is  intended  to  give  an  account  of  S/UR  workload  by  type 
of  review  and  by  type  of  claim  or  service,    so  as  to  give  a  aore 
detailed  look  at  what  the  costs  reported  on  the  cost  matrix  (func- 
tional area  #8)  represent. 


type  of  cJ  aim 

number 

of  line  items  requiring: 

prior  authorization/ 

Uiwi  Cob  i  I 

pre-payment 

post-payment 

Inpatient  Hospital 

Outpatient  Hospital 

Skilled  Hursing  Facility 

Intermediate  Care  Facility 

Tnysician 

Pharmacy 

Dental 

I 



Clinic 

 *>n   .  t,  ,.   

Lab  and  Radiolo'gical 

Home  Health 



OTHER 

cross— over 

TOTAL 

Dees  the  State  have  a  ?SRO  doing  Utilization  Review  in  any  of  the  above 
areas? 


If  so,  which  one(s)? 


-  186  - 
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